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Chapter I
Introduction: The importance
of industry clusters

Profound changes have been reshaping the world's economy during the past three
decades, and economic development efforts are changing as well. The ability to apply
knowledge and information in new ways is becoming an increasingly important
source of value-added in all areas of economic activity. International trade and com-
munications have enabled, for the first time, a global production system with widely
distributed business units. New technologies are changing how we live and work,
making production processes and services more efficient. Collectively, these forces
are altering the nature of competition and economic success for businesses and
communities.

- Across all types of business, product development cycles are becoming shorter, lead-

ing firms to form more flexible systems to move products from concept stage to the
marketplace with greater agility. Old corporate structures of undiversified, vertically
integrated companies are giving way to networks of smaller, specialized firms able to
respond more quickly to changing market dynamics. Even while large corporations
are merging to increase their strength in the international marketplace, they are be-
coming leaner, focusing more on core business, and leading networks of strategic
partners. This has profound significance for the future of regions and how they form,
expand and attract industrial activity within their increasingly dynamic economies.

Our economy is changing in terms of growth opportunities and adjustment chal-
lenges. This fact alone has done much to stimulate new thinking and practice in
economic development. Despite nearly two decades of relatively uninterrupted pros-
perity, the economy today is a continuing source of uncertainty and concern. Jobs,
while plentiful, can be part-time and insecure. Career paths are uncertain and the
days of a lifelong job at the local factory or corporate office seem to be a thing of the
past. In some cases, entire communities appear to have been disconnected from the
sources of economic dynamism that have driven other places to unprecedented levels
of prosperity.

Many economic development leaders have been able to guide their regions through a
process that builds upon an understanding of their region’s changing economy and
in doing so have helped forge a vision and develop commitments for necessary ac-
tion. Drawing on case studies of 17 initiatives and more than a decade of state and
local experience in regional economic development, this report describes a frame-
work for regional economic development based on the recognition that healthy



Industry clusters:
A key te competitiveness
in the new economy

regional economies are composed of clusters and their supporting economic infra-
structure. While this framework must be adapted to the unique circumstances of
each region, it has proven to be useful for bringing regional stakeholders together to
address pressing economic concerns and create the foundations for sustained com-
petitiveness into the 21st century.

Partly driving and partly reacting to the economic changes underway, industry struc-
tures are evolving to better respond to the competitive demands of today’s knowledge-
based, technology-intensive, global economy. These evolving structures consist of
clusters of interrelated, geographically-concentrated industries along with their key
suppliers and their supporting economic institutions. Figure I-1 below portrays the
typical structure of an industry cluster. The simultaneous competition and collabo-
ration that occurs among the region’s firms and institutions helps industries make
the most of worker skills and new technological opportunities to improve efficiency,
develop innovative products, and succeed in new markets.

Figure I-1  Structure of an industry cluster

Electronics industry cluster
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Definition of an industry cluster: Industry clusters are agglomerations of competing and collaborating industries
in a region networked into horizontal and vertical relationships, involving strong common buyer-supplier linkages,
and relying on a shared foundation of specialized economic institutions. Because they are built around core export-
oriented firms, industry clusters bring new wealth into a region and help drive the region’s economic growth.
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Economic infrasiructure: A key
to cluster performance

A Rey to Regional Competitiveness

Exhibit I-1 ~ Not every region’s clusters are the same

Export level: Some regions have a variety of export-oriented, producer firms

in a range of industries while others lack cluster breadth. Regions also vary in
the presence of corporate headquarters which may affect firms’ abilities to partic-
ipate in cluster-based strategies.

Intermediate supplier level: Some regions have strong agglomerations of sup-
pliers but few buyers within region (and hence an interest in networks for linking
to out of region buyers, e.g. cluster networking).

Economic institution level: Regions may have world-class institutions to sup-
port their clusters or regional assets that should be developed to better respond to
the needs of specific clusters.

Industry cluster competitiveness derives not only from the concentration of related
industries, suppliers and services in the same place, but also from access to highly
specialized economic inputs that are not usually provided solely by the business sec-
tor. These resources, often referred to as “economic infrastructure” or “foundations,”
include: workforce skill training, transportation and communication infrastructure,
and efficient regulatory procedures. Industrial concentration encourages the devel-
opment of economic foundations that are tailored to the needs of a region’s clusters,
providing crucial sources of competitive advantage.

Seven major categories of economic infrastructure are highlighted by the cluster-
based development initiatives examined in this report:

Adaptable skills: Education and training systems to prepare, advance and renew
workers’ skills for specific and changing markets.

Accessible technology: Systems to discover and develop scientific innovations and
to facilitate the deployment of technology into the commercial marketplace.

Adequate financing: Access to financing for initiating, expanding or transforming
enterprises.

Available infrastructure: Transportation, power, and environmental systems that
enable efficient operations.

Advanced communications: Telecommunications, data and information process-
ing capacity to support advanced business operations.



Gollahoration: How economic
infrastructure for clusters is
improved

s Acceptable regulatory and business climate: Reasonable costs and efficient

administrative procedures for doing business in the region.

o Achievable quality of life: Provision of public safety, adequate housing, health

care, and cultural and recreational amenities.

When regions have been successful at nurturing industry clusters they typically have
developed high quality, economic institutions, responsive to the specialized needs of
existing and emerging clusters in the region. When this occurs strong civic leader-
ship and collaboration—among organizations, across sectors, and across different
communities in the region—nhave often been central to success. This regional cul-
ture creates what could be called “collaborative advantage.” Competitive nations
and regions have always been characterized by the ability of enterprises to work to-
gether—whether as buyers and suppliers, strategic partners, consortia or enterprise
networks, This is what defines a market—Dbuyers and suppliers working with each
other and using proximity and economies of scale to improve innovation and access
to markets. Many successful economies have found that public-private collaboration
is also a hallmark of the ability of economies to support their industries and adapt to
economic cycles. Such collaboration is most effective when it serves to keep eco-
nomic infrastructure systems in step with the changing market requirements of
industry clusters.

An economic development approach based on understanding industry clusters and
meeting their economic infrastructure needs can assist economic development lead-
ers in identifying the industries that are key to the region’s economic future/’and in
developing the information and civic collaboration that is essential to achieving the
region’s economic development goals. This report provides an introduction to clus-
ter-based economic development through case studies and lessons learned from the
experience of American regions.

Cluster-Based Economic Development:



Clusier stralegy as a
tool for change

A Key to Regional Competitiveness

Chapter II
Gauging your need for
cluster-based development

The purpose of this report is to assist community leaders from both the public and
private sectors in determining when and how cluster-based development is an appro-
priate economic development approach for their region. To do so, 17 cluster-based
development initiatives were selected for study. These 17 initiatives were chosen to be
representative of the wide range of economic conditions and strategic planning tech-
niques that are part of cluster-based strategy projects. They include projects initiated
by public sector officials, business leaders, and public-private partnerships; projects
funded by the private sector, the federal government, states and localities; projects
carried out by states, urbanized metropolitan centers, and less economically devel-
oped regions; projects in the earliest stages of strategy development and projects

already well into implementation of a region’s cluster development plan. A brief

overview of the 17 initiatives is shown in Exhibit II-1. More detailed information is
provided in the case studies in a separate publication.

While the broad forces of economic change are affecting communities nationwide,
no two regions face identical challenges in adapting to change. Economic develop-
ment leaders must, therefore, seek an approach that is adaptable to the political,
economic and social circumstances of their region. The cluster framework for eco-
nomic development can be a valuable tool for effective change for the following
1easons:

iarket driven

A primary value of the cluster-based approach is that it is market-driven. The basic
logic of cluster-based regional economic development strategy is to help markets
work more effectively by bringing together the region’s key industries (demand-side)
with their many private and public sector sources of economic inputs (supply-side)
from the region.

Inciusive

The cluster approach to economic development is designed to reach out to compa-
nies large and small as well as suppliers and supporting economic institutions. In
this way a cluster approach brings all of the region’s stakeholders together. In many
cluster initiatives businesses and regional institutions face each other across a table
for the first time,



Goliaborative

A special quality of cluster-based economic development is that it is places a great
emphasis on the development of collaborative solutions. This is different from “ex-
perts” or “blue ribbon committees” proposing recommendations. In cluster-based
collaborative solutions, representatives from the user and supplier side of the econ-
omy develop actions together for which they will be accountable.

In South East Los Angeles companies and institutions, including community col-
leges, banks, and regulatory agencies, were brought together in cluster groups, often
for the first time. By learning about each other both economically and personally,
the possibility that change and innovation were feasible became more clear. Often
economic development suffers simply from the absence of a process for convening
those who have problems and those who have resources so they can better learn
about each other and make pragmatic and sometimes innovative changes.

Strategic

Cluster-based economic development helps stakeholders create a strategic vision of
their region’s next-generation economy. A strategy based on cluster development pos-
sibilities helps maintain the focus of economic development activities in the region
on core, shared, economic concerns. A strategic vision, shared by many different con-
stituencies within a region, can also be an important motivation for a commitment
to implement 2 region’s economic development strategy. In addition, a shared, com-
prehensive vision helps integrate development activities around the region, empha-
sizing complementarity rather than competition in related efforts.

In Austin, Texas, a cluster-based strategy developed in the mid-1980s envisioned
moving Austin from a relatively quiet state capital and university town, to 2 much
broader based, high-growth, information technology-driven economy. In pursuit of
this vision, public and private sector leaders worked together to develop research
strength in electronics in the region by attracting two national research consortiums
(Microelectronics & Computer Consortium and SEMATECH); restructuring and ex-
panding university science and engineering programs; and recruiting electronics
manufacturers and suppliers. Today, the picture of Austin’s economy shows a grow-
ing set of technology manufacturing and services industry clusters with comprehen-
sive strength in research and development, production and business services.

Value creating

A fundamental function of cluster-based strategy is value creation. For example, a
cluster initiative may create vertical-linkages in the regional economy by helping ex-
porting industries find and recruit new local suppliers or business services that will
enhance productivity and generate more local employment. Often, the presence of a
concentration of many firms in specific sectors of a cluster ends up attracting other
similar or related producers as well as spin-offs and start-ups—these are horizontal

Cluster-Based Economic Development:



Exhibit II-1  Overview of cluster-based development initiatives

Region

State of Arizona

State of California

State of Connecticut

State of Florida

State of Ohio

State of Oregon -

State of Washington

Camino Real (El Paso, TX-
Chihuahua, Mexico-NM)

Monterey Bay Area,
California

Economic Challenge

Rapid population-driven growth, but con-
centrated in lower wage sectors and highly
vulnerable to cyclical changes in economic
conditions.

Recession aggravated by defense industry
downsizing and environmental quality
problems.

Recession combined with downsizing at
federal defense contractor firms and high
business costs.

Economic growth driven by tourism and
retirement income with weak indigenous
industry development.

Reductions in federal spending on defense
and space research.

The recession of the 1980s led to a state-
wide economic strategy effort supported by
a state lottery.

Decline of federal defense spending leading
to cuts in aerospace industry.

Low income, slow growth economy facing
new competitive pressures, particularly due
to NAFTA reductions in trade barriers.

Closure of military base and limited alter-
native industry development.

Cluster Development Strategy

Grow emerging, technology-based indus-
tries such as optics, software and
environmental services.

Launch advanced transportation industries
building on aerospace, software, and envi-
ronmental engineering talent released by
defense industry.

Strengthen existing clusters by actions to
add value and accelerate diversification
through providing advantages to emerging
clusters (optoelectronics).

Help emerging business services and technol-
ogy industries grow higher value-added
manufacturing clusters through an improved
statewide economic infrastructure system.

Strengthen and adapt supply-side inputs of
aerospace research and production to serve
federal and commercial markets.

Establish “Oregon Shines” to form 25
industry partnerships, each of which
focused upon industry actions, such as
training, research, capital, marketing

Create “flexible manufacturing networks”
to improve collaboration among small and
medium enterprise to pursue opportunities
in non-military markets.

Increase cross-border industry and govern-
ment cooperation to remove constrains on
regional economic development.

Develop a center to harness the research
and training expertise of the region’s 20+
institutions to support growth of emerging
information, environment, multimedia
and biotechnology clusters.

A Key to Regional Compelitiveness
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Exhibit I1-1

Overview of cluster-based development initiatives (cont.)

Region

Silicon Valley, California

South East Los Angeles,
California

Ventura County, California

Jacksonville, Florida

St. Louis, Missouri

Southwestern Pennsylvania

Bast Tennessee (Knoxville

to Oak Ridge)

Austin, Texas

Economic Challenge

Defense cutbacks, increased global compe-
tition and regional business climate
difficulties.

Decline of federal defense spending and
downsizing of related federal facilities and
contractors.

Downsizing of defense-related contractor
firms, with economic conditions worsened
by the Northridge earthquake.

Population-driven growth combined with
downsizing of military facilities and envi-
ronmental quality problems.

Downsizing of defense-related federal
facilities and contractors combined with
longer-term decline in heavy manufactur-
ing industries.

Long-term decline of heavy manufacturing
industry.

Downsizing of national laboratory and
weakened competitive position of tradi-
tional manufacturing sectors.

Low growth economy dependent on non-
market sectors (i.e. state government and a
public university).

Cluster Development Strategy

Implement collaborative initiatives to
improve training, communications, and
finance infrastructure for the region’s
advanced technology clusters.

Take advantage of growing foreign trade &
planned construction of the Alameda Cor-
ridor to create business and job
opportunities in trade & transportation,
and link to surrounding clusters.

Link technology competencies of defense
firms to commercial applications for the
region’s health, environmental, media,
agribusiness clusters.

“Create manufacturing and higher-value

service sector jobs by developing health
services & medical products manufactui-
ing industry cluster with supporting
business services, trade and tourism.

Target “critical technology” competencies
in the region to build new, high value-
added clusters in biotech/agriculture, envi-
ronment/energy, and telecommunications.

Reorient regional economic infrastructure
to support growth of high technology
industries (e.g. biotech) and advanced
manufacturing.

Leverage technology assets of the national
lab to diversify and strengthen traditional
and emerging clusters in East Tennessee
economy.

Build electronics & communications
industry cluster with diversified strength in
R&D, manufacturing and related business
services.

Cluster-Based Economic Development:




Five examples of the
cluster framework

A Key to Regional Compelitiveness

linkages in the economy. Depending on a region’s size and industrial diversity, its
cluster development strategy may aim to broaden a cluster’s competitiveness across
a range of functions, or may focus on strengthening particular niche activities and
linking these specialized strengths to nearby clusters. The cluster-based approach
illuminates opportunities to grow the economy by moving to higher value-added
activities.

Arizona was one of the fastest growing states in the nation in the early 1980s. How-
ever, its growth was largely driven by population increases and was concentrated in
low wage and highly cyclical real estate, construction and services sectors. Using a
cluster-based approach, a group of private sector entrepreneurs established a strate-
gic planning process focusing on eight growing industry clusters in the state and
three less well-performing, but important clusters. Of the eight growing clusters, six
smaller, newer clusters—Information, Health & Biomedicine, Transportation & Dis-
tribution, Optics, Environmental Technology, and Software—were classified as
“emerging,” and the remaining two more developed clusters—Business Services and
Tourism—were classified as “expanding.” As a result of Arizona’s strategic planning
process, many concrete initiatives have been created in the emerging clusters. Most
notably, the Optics, Software, and Environmental Technology clusters have estab-
lished an export program that has generated approximately $13 million in new sales
since 1995.

St. Louis, Missouri by 1990 was in need of a new direction, suffering from the general
decline of heavy manufacturing in the U.S. and coming cuts in federal defense
spending. Spurred by federal support to develop a defense adjustment plan, St. Louis
industry leaders established a Critical Technologies Partnership in 1993 with the
goal of diversifying the economy and capturing higher value-added growth. The
Partnership has targeted regional expertise in agriculture/biotechnology, environ-
ment/energy, and telecommunications. It is developing a range of research,
commercialization, infrastructure and training initiatives to leverage these emerg-
ing industries in a strategy for cluster growth.

Cluster-based strategy has been used effectively at every scale of action, from statewide
economic strategies or science and technology policies, to feasibility analyses for tech-
nology parks, business incubators and enterprise funds. The cluster-based approach
needs to be adapted by each economic region to the specific challenges it faces. The
nature of the “cluster logic” may vary substantially from one region to the next.

Trade impacled regions—Enhance interdependence

for mutual, high-value growth

As trade barriers have fallen and international competition has heated up in recent
vears, the resulting industrial restructuring is creating severe economic dislocation
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in many regions. Whether due to new trade agreements such as the North American
Free Trade Agreement (NAFTA) or an influx of new, more competitive products from
overseas, regions such as El Paso, Texas, the State of Arizona, Southwestern Pennsyl-
vania, Silicon Valley and South East Los Angeles County (SELAC), have witnessed
dramatic changes in their competitive environment. These regions and many others
have found that they can no longer prosper in traditional industries on the basis of
low-cost manufacturing. Instead, they have discovered the need to develop the types
of advanced economic foundations that can stimulate growth of high value-added,
knowledge-intensive industries. These regions have used cluster analysis to identify
their highest value-added economic opportunities and formulate action-oriented de-
velopment plans.

El Paso, Texas presents a clear example of the effective use of a cluster-based strategy
to identify a region’s competitive advantages and mobilize resources for change.
Cluster analysis has helped demonstrate the economic linkages among the Greater
El Paso area, the State of Chihuahua, Mexico and Eastern New Mexico, a region cov-
ering the old Camino Real trading route. Analysis initially conducted separately by
Chihuahua and El Paso showed that each region housed a similar profile of clusters:
Automobiles, Business Services, Electronics, Food & Agriculture, Forest Products,
Mining/Materials, Textiles & Apparel, Tourism, and Transportation & Distribution.
While substantial connections and complementarities were found within the clusters
on either side of the border, there were nevertheless significant barriers to and un-
tapped opportunities for business growth. For El Paso in particular, the analysis
highlighted the importance of developing the high value-added components of the
region’s clusters (e.g. marketing, distribution, business services) to complement and
serve Chihuahua. Through the creation of the Camino Real Economic Alliance
(CREA) and other cross-border networks of public and private sector officials, the re-
gion is pursuing a variety of initiatives to support cluster growth by harnessing the
combined assets—ifrom transportation and power systems to cultural expertise—
of economies on both sides of the border. Like Silicon Valley, Camino Real regional
leaders have discovered significant business advantages from increasing regional
collaboration and focusing on cluster development.

Dependent and narrow econemies—
Link competencies {o new markels

Regions such as South East Los Angeles County (SELAC), the State of California, Ven-
tura County, California, East Tennessee, Monterey, California, and to a lesser degree
St. Louis, Missouri, the state of Connecticut and Jacksonville, Florida have economies
that have historically been heavily dependent on federal spending for national de-
fense. Whether at military bases, national laboratories, or private defense contractor
firms, defense-related jobs were part of the core of these regions” economies but have
been disappearing with unprecedented speed as defense spending has declined with
the end of the Cold War.

Cluster-Based Economic Development:
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The challenge for these communities has been to redefine their special economic
assets and leverage them to diversify the region’s economic base. Cluster-based strat-
egy helps these regions link their assets to cluster development opportunities within
the surrounding region or other more distant metropolitan areas. Using cluster anal-
ysis techniques, places such as Ventura County and the Monterey Bay region have
identified their assets, e.g. technological knowledge, scientific or engineering skills,
specialized manufacturing or military base facilities. They then sought to match
these assets to the industry strengths and market opportunities of clusters in the sur-
rounding region. The Ventura effort for example first brought together representa-
tives of 60 defense contractors and base laboratories to define their technical
competencies in fields from logistics to remote sensing. The effort then introduced
defense competency groups to representatives of regional clusters such as agribusi-
ness, health services and environmental technology to define market opportunities
and collaborative initiatives. As a result of such efforts, Ventura and other dependent

‘economies have made progress in developing as suppliers to clusters with commer-

cial rather than government-driven markets.

Some places have even succeeded in nurturing new industry clusters locally by focus-
ing on emerging business activities in the region and re-orienting defense-related
assets to support this emerging industry growth. South East Los Angeles County
(SELAC) presents a case of a community hit hard by defense downsizing that is
responding with a comprehensive plan to expand emerging business opportunities
related to key clusters in the region. At the center of SELAC’s plan is the Alameda Cor-
ridor, a recently begun project to build a high-speed, multimodal transportation cor-
ridor through SELAC connecting Los Angeles” ports to inland rail and trucking
terminals. This project is intended to enhance Los Angeles’ role as the premier U.S.
trade and transportation center on the Pacific Rim. With significant defense facilities
and contractors located in the 27 communities comprising SELAC, the region is
focusing on linking facility reuse and business recruitment to development of the
trade and transportation industry cluster. Additionally, the cluster-based approach
has helped SELAC to view more broadly its economic assets in the context of the
greater Los Angeles economy. For example, the strong presence of garment and
apparel manufacturers in SELAC could benefit from strengthening ties to the design
and marketing talents of the fashion and entertainment industries based in nearby
Hollywood.

Rural and less developed economies—
Build netwerk connections

Whether economic transition is driven by government policy changes or market
forces, the challenges may appear even more daunting in regions where the indus-
trial base is more limited. Such less developed economies, often in rural areas, may
lack the concentrations of related industries necessary to build vibrant, self-sufficient
local clusters. However, the logic of the cluster approach can be used to help these ar-

11



eas capture more business activity at higher ends of the value-chain in industries in
which they currently have strength. For example, rural regions in California, Wash-
ington, Oregon and the Midwest which are concentrated in agricultural production,
have expertise in agriculture and food industries that is being translated into oppor-
tunities to capture more value locally. They are doing this by moving into processing
of agricultural commodities and production of related inputs such as chemical and
industrial equipment and services. Rural areas are also beginning to develop special-
ized competencies in industries such as multimedia, software, engineering, and
manufacturing of specialty products (e.g. furniture) to serve clusters whose principal
businesses (buyers or intermediate producers) or marketing and distribution services
are located in larger metropolitan centers. By becoming, in effect, satellite sources of
value to another region’s clusters, less developed economies can become strategic
partners in the cluster value chain.

As telecommunications and commercial freight services improve around the country
more regions with specialized business capabilities and economic infrastructure may
find themselves as “nodes” or “centers of excellence” in what might be called “net-
work-based clusters” of design, development and production, dispersed around a
region. As these nodes grow, in some regions, they will generate and attract new
sources of economic development that will help diversify their regional economy into
both local serving businesses as well as new parts of distant cluster centers. Other
narrow economic regions may remain less diversified and dependent on the geo-
graphic center of cluster activity they supply, subject to the cyclical upheavals of
those more distant locations. Much of the Appalachian region has historically fallen
into this latter category of vulnerability, with its isolated production facilities and
less developed economic agglomerations. Without the diversity and value-adding ac-
tivities of clusters many dependent or narrow economic regions will continue to face
economic difficulties in adapting to market changes.

Disadvantaged communities—
Reach out to the metropolitan region

Disadvantaged communities, often in downtown urban areas, are characterized
chiefly by their economic isolation as reflected in high rates of unemployment, pov-
erty and business decline. In today’s economy, the primary challenge of these
communities is to build bridges between the community and economic opportunities
in the broader metropolitan economy. The cluster framework serves these communi-
ties by mapping out key industries and economic infrastructure located throughout a
region. Unlike some inner city economic development approaches that focus only on
neighborhood self-sufficiency, cluster-based strategies help disadvantaged communi-
ties connect to growing economic opportunities elsewhere in the region. This is
particularly important in today’s economy where significant new business develop-
ment in metropolitan areas is occurring in outer suburban areas. Cluster-based
strategies seek to increase the income of inner city neighborhoods by building busi-
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nesses to serve as specialized suppliers to strong clusters in the regional market. This
strategic approach has been used in places like Detroit where inner city auto parts
makers are building supplier relationships with Big Three assembly plants and creat-
ing new jobs in disadvantaged communities. A similar approach is being pursued in
SELAG where the job training system is being reoriented to train residents of disad-
vantaged communities for jobs in the growing transportation, trade and distribution
industries.

Opportunily regisns—Recoynize satly signs
and prepare for the future

The fifth type of economic circumstances revealed by the initiatives studied for this
report is “opportunity regions”—places that are doing well economically and are
proactively preparing for the future. Austin, Texas’ cluster initiative described earlier
is a prime example. While Austin was not experiencing any severe economic prob-
lems in 1984, it chose to aggressively grow high technology industry clusters and in
so doing radically altered the face of the region. Opportunity regions may also be
growth regions at later stages of development than Austin was when it launched its
cluster-based strategy initiative. In these already rapidly growing regions, the cluster
framework helps economic development leaders manage growth by thinking
through emerging cluster trends and requirements, and the public and private in-
vestments necessary to develop these opportunities.

In Florida, a proactive economic plan was developed for the state through a cluster-
based initiative started in 1988. At the time, after four decades of nearly uninter-
rupted population growth, Florida business and economic development officials had
become concerned about the state’s dependence on income from retirees and others
escaping cold climates. The state’s econorny was generally healthy but had little in-
dependent wealth-generating activity. Therefore, the mission of the cluster initiative
was to achieve a balanced and higher value-added economy. The key, officials real-
ized, was to move beyond the state’s narrowly focused industrial attraction efforts to
strengthen economic foundations for future growth. The result of the collaborative
strategy process that followed was a set of initiatives to improve higher education, re-
search and technology development capacity in the state.

How do economic development professionals and civic leaders know whether launch-
ing a cluster-based strategy initiative is the “right action” to take for the future of
their economies?

The following diagnostic questions can help you determine if a cluster approach is
right for you:



The right economic scale

o Are you thinking regionally? A metropolitan area or “commutershed” is the most
appropriate geographic focus for a cluster initiative. Politically defined regions do
not adequately reflect the economic geography of clusters.

o Are you representing a small community? If you represent a community rather
than a metropolitan area, a cluster approach may not be appropriate for your situa-
tion. However, you can and should “hook up” with the nearest region in an economic
partnership for cluster-development.

o Are you a sub-region? If you represent a group of communities within a larger
economic region (e.g., South East Los Angeles within Greater Los Angeles) a cluster
initiative can help you build your identity and position you to better connect to the
surrounding regional economy.

The right economic challenge

o Are you responding fo economic restructuring? Cluster strategies are suitable
for helping regions adjust to economic transitions like defense downsizing. Even if
you are responding to an immediate problem, such as a company or plant closure, a
cluster strategy can help you mitigate impacts by matching and connecting skills,
technology competencies, and facilities of the affected employers to the needs of
regional clusters.

o Are you thinking about improving the economic inputs used by different
industries? Cluster initiatives are designed to create more responsive sources of
inputs for each cluster, such as training, technology, financing, physical and infor-
mation infrastructure, regulatory policies and quality of life. However, cluster
initiatives also define shared improvements and investments for the regional econ-
omy, building on similar cluster priorities.

o Are you concerned with a specific project or investment? If you are already
involved in a specific project, such as an incubator, technology park, enterprise
finance program or highway, a cluster-perspective can help make your projects more
market-focused and link you to sponsors and users.

The right economic focus

o Are you thinking about your region’s cluster “porifolio” and regional vision?
Cluster initiatives are typically valuable when you are concerned with each of the
major industry groups that are the building blocks of your economy—whether
mature or new. The goal is to improve the environment for key clusters and from this
shape a vision of the region’s future.
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Are you thinking about one industry? Cluster initiatives are inclusive and reach
beyond companies in one industry to encompass related industries who may use sim-
ilar economic inputs, such as technology, skills, financing, transportation. Industry
associations may be an important “seed” for growing a cluster initiative. A one clus-
ter initiative is possible, but may miss the opportunity to develop common ground on
economic issues with other clusters.

Are you thinking about one company? If you are immediately concerned with
retaining or recruiting a specific company, a cluster initiative may be too late to help
vou. However, a cluster initiative will provide a strong logic and focus for efforts to
form, retain and expand, and attract companies in specific clusters.

The right leadership and stralegy process

Do you have a tradition of leaders caring about the region’s economy?
Deciding to undertake a cluster initiative requires having one or more individuals
with credibility and commitment serve as the catalyst, whether they are from the
public or private sectors. Regions with a history of leadership have an easier time
getting started while those without a tradition must work harder to educate and
engage participants.

Is there an organization that can help bring stakeholders together? Cluster
initiatives need groups who are committed to getting the process started and, later, to
overseeing implementation. Without an initial “home” a cluster initiative will have
difficulty moving forward. ‘

Are you ready to use an inclusive and collaborative change process to engage
industry and institutions? Cluster strategy depends on sponsors being willing to
use a process that engages representatives of large and small companies and public
and nonprofit institutions in a collaborative process that will define solutions for
which participants will be, at least in part, responsible for helping to implement. An
elite planning process cannot achieve cluster objectives of collaborative strategy.
Readiness or willingness to explore change is essential.

The right capacity to take action

Is there a tradition of working with the surrounding or nearest metropolitan
economy? If there is not, efforts to learn about the interdependency of communities
on their surrounding regional economies need to be undertaken.

Is there a tradition in the region of assessing and facing economic chal-
lenges? 1f there is little tradition then more time and effort will need to be spent at
the beginning of a project to educate and engage the community on such issues as
cluster development and competitiveness and how to create regional competitive
advantages. -
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o Does the region bave the technical capabilities and financial resources

to undertake a sufficiently thorough diagnosis of economic structure and
conditions? Sound diagnosis is essential for a cluster initiative’s credibility. If initial
resources are insufficient then the process should be structured with explicit plans to
seek additional resources at each stage.

What is the history of communication and cooperative action among public
and private organizations in the region? A region with a rich history of collabo-
ration may be able to move quickly to consensus and action whereas other regions
may need to spend more time developing ways for different groups and sectors to
work together.

Is the region prepared to respond to challenges by changing or working in
new ways? 1f the region’s leaders are not ready to take action then ways need to be
found to increase their comfort level and to establish accountability.

Undertaking cluster-based initiatives will prove challenging to any region. Merely
using the word “cluster” and actually completing a cluster-based strategy are not the
same. Transforming strategy into action with measurable outcomes will challenge
any region’s “cluster thinking” and capability for “cluster action.”

One of the most practical and critical features of the cluster-based approach is that it
requires 4 continuous, integrated, public-private commitment for a region to imple-
ment a strategy that is truly market-driven, visionary, and high-value focused. Those
regions that recognized that their cluster initiative was a developmental process were
often able to sustain their momentum into implementation. Many learned that they
needed to integrate sectors and maintain a continuous process only by trial and
error. Some initiatives were stopped mid course by political changes or by lack of
necessary leadership. Sustaining and connecting participants is both a burden and
an essential feature of successful cluster efforts.

Cluster-Based Economic Development:



Chapter I1I
An overview of cluster-based
economic development

The specific content and goals of cluster-based strategies may vary widely from re-
gion to region in order to respond to each region’s unique economic circumstances.
Indeed, such flexibility is a hallmark of the cluster-based approach and a key to its
success. Yet, a review of the cluster-based economic development initiatives exam-
ined for this report does indicate that most regions follow a similar pattern in
carrying out their initiatives. This pattern consists of four stages of activity. Regions
may need more or less time to complete each stage and the stages may overlap each
other. However, no stage can be entirely neglected if a region is to carry out a com-
prehensive cluster-based strategy.

Figure IT1-1

Cluster-driven regional economic development has four key stages
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. A Key to Regional Competitiveness

Stage I: Mobilization

Widespread interest and participation are essential for a successful cluster initiative
and this participation is best engaged at the earliest stage of activity. Economic de-
velopment leaders must consider how to mobilize the different constituencies that
will be needed to carry through the initiative. Constituencies range from senior exec-
utives of major businesses and industry associations in the region to government and
university officials to the public audiences that might be funding the initiative with
their tax dollars. In addition, economic development officials must keep in mind
that many different constituents are needed for different roles. For example, some se-
nior business executives must be recruited to take on time consuming leadership
roles in the initiative, while other constituencies may be looked to for support of the
process and activities that will follow.
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Often there is an initial, external event that jolts a region’s economy and begins to
motivate action to shape a looming economic transition. The catalyzing event can
be the loss of a major employer, a military base closure or cutbacks at other govern-
ment operated facilities. In some cases there may be no catalyzing event but a
growing recognition that the region’s economy is being affected by not so obvious,
but potentially more serious external forces such as tougher foreign competition for
a local industry, fundamental market shifts affecting an entire sector, or rapidly
changing technology that is affecting the competitiveness of the economy. External
forces like these tend to emerge slowly and are noticed only when the economic im-
pacts are felt. Particularly in these slowly evolving cases, economic development
leaders may need to identify the emerging “crisis” to help put the region’s economic
challenges at the front and center of public attention.

Stage II: Diacnosis

Once there is 4 degree of participation and commitment on the part of stakehglders,
a region should carry out a thorough assessment of the industry clusters that com-
prise its economy. Without adequate mobilization prior to this diagnostic stage, any
analysis is likely to simply sit on a shelf collecting dust. Moreover, without thorough
analysis, later stages of cluster development will be hampered by inadequate under-
standing of the region’s assets and liabilities.

The diagnosis should involve collection of information about all the attributes of the
region’s clusters and economic infrastructure that will shed light on cluster develop-
ment opportunities. For example, most regions want to grow the high value-added
segments of clusters. Their cluster analysis should, therefore, include the measure-
ment of wages, value-added and growth rates of the different industries and types of
jobs that are contained within each cluster. The region may wish to examine project-
ed growth rates as well. The level of detail and insight from the analysis will be a
function of the availability of data, technical skills, and the quality of previous anal-
yses. There are a number of things to consider in proceeding with the diagnosis stage
including who should do the cluster analysis (e.g. a local university? an independent
consulting firm?) and which analytic techniques to employ. In addition, the diagno-
sis should be structured to dovetail with the analytic needs and capacities of the clus-
ter participants in the follow-on collaborative strategy stage.

Stage lii: Collahorative sirategy

Markets are where collaboration and exchange take place. The goal of cluster-based
strategy is to convene the marketplace and enable collaborative solutions based on
recognition of shared needs and negotiation of shared commitments. Convening the
marketplace for economic development first involves identifying major demand-side
stakeholders, who are the companies within regional industry clusters, and the
major supply-side stakeholders, who are public and private supporting economic
institutions, from universities and community colleges to utilities, financial institu-
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tions and regulatory agencies. Once the participants have been identified they need
to be brought together in a working group that will enable collaborative strategies to
be developed. The quality of the collaborative process itself depends on the caliber of
each group’s leadership and how well each group’s participants represent their clus-
ter. A regional cluster initiative may focus on one or two clusters or many more. Each
cluster needs a cluster-working group involving as few as 10 participants and as
many 2s 35 to 50. Each group will use diagnostic data and individual experience to
define competitive challenges, prioritize those challenges and develop action initia-
tives to address shared problems, such as training, research or financing. These
action initiatives are carried out by both businesses using their resources as well as
by public organizations. Private sector firms may use their own resources to fund ini-
tiatives or create new organizations. Schools, universities, and training institutions
have the mission of educating and training residents, but will not know the educa-
tion and training requirements of the private sector unless there are effective chan-
nels for communication and cooperation. Similarly, port, telecommunications and
power infrastructure developers and financing institutions need to understand and
respond to changing market requirements, but they can only do so through close
collaboration with their private sector “clients.” Through the collaborative process
public institutions, such as schools or regulatory agencies, may agree to change their
operating practices as well as create new programs in response to cluster needs. The
actual initiatives may be led by business or public participants.

As cluster-specific initiatives are developed, regional leaders begin to identify com-
mon themes for cross-cutting action. At the regional level collaboration focuses
principally on larger scale initiatives involving reform or improvement in existing
institutions, such as university or lab research commercialization permitting sys-
tems, school-to-work programs, enterprise financing, or telecommunications
infrastructure development. The combination of the cluster-specific initiatives and
cross-cluster or shared regional directions often become the basis for a regional vi-
sion and overall economic strategy.

Stage IV: Implementation

The goal of a cluster-based initiative is to enable positive changes in a region’s econ-
omy. Usually this is achieved through implementation of specific actions developed
through the collaborative process that enhance the growth and competitiveness of
clusters. Implementation may involve businesses forming new relationships with
each other and suppliers to conduct research, improve productivity of engineering or
manufacturing, organize training in key skill areas, meet specialized financing or
undertake joint marketing, Implementation may also focus on development or im-
provement of the quality of regionally supplied inputs used by one or more clusters in
the region, such as the physical, environmental, communications, research, training
or regulatory infrastructure already provided by public and private institutions.
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Yet, implementation of action—especially action that is sustained—is not an auto-
matic outcome of an analysis and collaborative strategy process. Economic develop-
ment leaders managing a cluster strategy process should have a strong “bias for
action” in every aspect of their initiative from the very start. Beyond effectively man-
aging cluster working groups so that their participants do not simply propose recom-
mendations for cluster initiatives, there is a need for management of the overall
process of implementation. Many regions have designated or created a single organi-
zation to implement the projects recommended in the collaborative strategy stage.
Other regions may use a mixture of individual public, private and non-profit groups
to achieve mobilization, diagnosis, collaborative strategy, and follow through with
actions.

Although the practice of cluster-based economic development is evolving, there is a
growing body of experience from which lessons can be drawn about how to develop
and carry out a winning strategy. Most of the lessons apply to specific stages of the
cluster-based approach and are discussed in following chapters. However, there are a
few important lessons that emerge repeatedly and should be kept in mind by eco-
nomic development leaders as they move through all stages of the cluster develop-
ment process.

1. Recruit highly committed lsadership

At the heart of the success of most of the effective cluster-based initiatives examined
for this report were highly committed civic leaders. Often referred to as initiative
“champions,” leaders can come from any source—government, business, universi-
ties, institutes, associations. Leadership needs and leaders may also change from one
stage to the next of an initiative. Indeed, different types of leadership skills and styles
are required at different points in the cluster strategy process. For example, a charis-
matic public figure may be most effective at mobilizing a community, a well orga-
nized manager may be best suited to leading the diagnosis process, a recognized
statesperson may be required to motivate participation in collaborative strategy and
a dedicated stakeholder may be essential to overseeing implementation. Regardless,
it is essential to recruit energetic civic leaders who can inspire the commitment and
participation of others.

There is almost always a need to identify private and public sector leaders who have
clout in the region and who can commit the time and energy to marshal both people
and financial resources throughout each stage and keep them focused on a steady,
systematic process aimed at strengthening the region’s clusters and making the re-
gion more economically competitive. In some cases, a single “civic entrepreneur”
will emerge as the “sparkplug” for the overall strategy initiative. In other cases the
process will be slower, with a group of concerned stakeholders moving to action im-
plementation as they learn by doing. While the state or a local governmental entity
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may catalyze the start of a cluster initiative, it is far more common that the spark
that moves initiatives forward comes from the private sector alone or in partnership
with government.

The history of collaboration and the range of leader types and approaches currently
in place will determine, in large part, the type of collaborative action likely to be suc-
cessful in a region. In particular, the regional industrial composition can make a
difference in the availability and kind of leadership resources. For example, regions
with large headquarters companies such as New York or Silicon Valley will have more
resources for regional leadership as compared to communities with small company
headquarters or mostly branch operations (e.g. Phoenix). Regions such as Arizona

that have many entrepreneurs in emerging industries also provide a source of activ-

ism and commitment to collaborative economic strategies. Although Austin did not
have headquarters companies, the region was able to leverage its other leadership re-
sources, e.g., the presence of the state capitol and the many institutions such as the
University of Texas and the Chamber of Commerce. Austin’s high-tech strategy was
spearheaded by a successful leadership team composed of representatives of the Gov-
ernor’s office, the University of Texas, and the Chamber of Commerce. Whatever the
structure of a region’s leadership at the start of a cluster-based initiative, the inclu-
siveness of the process will result in discovery and development of new leaders from
large or small firms and public or nonprofit institutions of all kinds who will see
cluster working groups as a new means of energizing economic action.

2. Have a strategy to ensure adequate resources throughout the process

Adequate time, energy, and financial resources must be identified for every stage

of a cluster-based initiative. Cluster initiatives have failed, or come up short of their
objectives, more often because of undercommitment of resources (including leader-
ship) than for any other reason. Securing leadership resources may call for tapping
several sources including chambers of commerce, organizations of major employers,
trade associations, groups representing retired professionals, academic institutions
and government. Securing financial resources may call for tapping private firms for
donations or loaned executives, public organizations, and non-profit foundations
for grants. Most likely, commitments will be required from several sources (public,
private, and the non-profit sector). The main point, however, is that leadership and
financial resources must be identified well in advance of the initiative and commit-
ments secured before moving from one stage to the next. Furthermore, as actual
resource requirements are typically greater than originally expected the planning
for such contingencies is essential.

The cost of not planning ahead can be high. After eight working groups of commit-
ted regional cluster leaders in East Tennessee spent many hours developing a set of
initiative recommendations, the region did not have the financial resources to
implement many action initiatives. This resulted in diminished credibility of the
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sponsoring organizations. Although the East Tennessee project accomplished much,
some observers would say that it did not accomplish nearly all that it could have if -
resources were available to support a full implementation phase. In Jacksonville
another kind of resource shortcoming affected the project. Both the key volunteer
initiative leader and his counterpart at the sponsoring organization (the chamber of
commerce) had to ease out of the project at the critical “hand-off” point between the
completion of the diagnostic report and the launch of the collaborative strategy devel-
opment phase. Some observers in the region feel that the loss of leadership momen-
tum at this critical point caused the project to come up far short of its potential.

3. Choose the right gecuraphic level of focus—Regions vs. cities and stales

One apparent lesson from the initiatives examined is that cluster strategy initiatives
are more effective at the regional, rather than at the statewide level. This is likely be-
cause, for the most part, the economic linkages of industry clusters are regional by
definition. With a regional focus, it is far more likely that the mobilization and col-
laboration stages will be effective because potential participants are more likely to
know the initiative leaders personally and because physical proximity makes work-
ing together easier. In most cases, the initiative champion was a charismatic private
sector or academic leader with regional stature and clout. There are notable excep-
tions such as the cases of Arizona and Florida where individuals with statewide clout
emerged as the initiative champions.

Statewide and subregional efforts do serve useful purposes, however. Where statewide
efforts can be effective is when their purpose is to focus on catalyzing and supporting
regional economic strategies. A good example is the Florida Cornerstone initiative.
Designed and implemented at the outset as a statewide effort, the leaders of this
project soon found that their success was to be found in several regional initiatives
that were launched by local leaders to push the state effort to the regional level. The
chambers of commerce of Tampa, West Palm Beach and Jacksonville all independently
launched local cluster initiatives designed to dovetail with the statewide program.

In Arizona, the statewide effort evolved in several ways including the development of
region-specific, cluster-specific initiatives. The Tucson Optics cluster initiative is one
of the best examples of a regional, industry-led, government supported cluster effort.
The initiative is now several vears old and continues to thrive, paying significant div-
idends to cluster firms and institutions. Overall, the cases suggest that an effective
division of responsibility between state and local players would have the state playing
an important role in mobilization (e.g., where the Governor convenes key regional
leaders and charges them with action) and in the diagnostic stage (e.g., by having
public university or state economic research units contribute to analyses).

At the collaborative strategy stage local private and public organizations and their
leaders are in 4 better position to bring their region’s industries together and are
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more likely to produce concrete results because of their closer access to key imple-
menting organizations (e.g., community colleges, banks, local government).
However, the state government and it’s entire set of executive departments and agen-
cies should view themselves as important participants in the collaborative strategy
and implementation stages of cluster initiatives—as suppliers of economic inputs to
their state’s marketplace. Along with other local agencies the state should participate
in cluster initiatives with the intention of seeking new ways to enhance the economic
advantages provided by state inputs to each cluster and the overall region. These may
be enhancements of the state (and local) basic and higher education system as well
as changes of its physical infrastructure investment, social and regulatory policies.

4. Find tools to sustain momentum hetween stages

In most cases, the energy level of leaders and participants in cluster-based projects
began to wane after six to twelve months of activity. Yet, at least this much time is
usually needed to generate a collaborative plan of cluster-focused and cross-cutting
economic action—if a region begins with mobilization and proceeds through diag-
nosis and collaborative strategy to the implementation point. Loss of momentum can
be the death knell for any cluster initiative. Economic development leaders therefore
need to develop ways of keeping participants’ energy and interest levels high through-
out all four stages. This requires demonstrating that progress is being made and
providing concrete ways for people to be involved. For example, “participatory diag-
nostic” reports whereby economic analysis is supplemented with expert opinion
drawn from industry can keep industry representatives in touch and interested in
the project rather than allowing the entire diagnosis to be completed by university
researchers or consultants behind closed doors.

A strategy for continuous media involvement can be an effective way to sustain mo-
mentum. East Tennessee's initiative leaders persuaded the local press to publish an
on-going series of articles, some focusing on the overall effort and others on each
cluster. This media coverage helped keep interest high throughout the process. High
profile events can also generate and sustain interest in a project at key turning
points, For example, during the development of Joint Venture: Silicon Valley initial
sponsors held a large public meeting to introduce their diagnostic report to the com-
munity. They held a similar meeting to announce the implementation plans. Both
were well-covered by the local media. From this coverage the general public as well
as the early participants in the process saw that what was happening was being
viewed by the media as important to the future of the economy. “Actionable” find-
ings in a diagnostic report can provide early focal points around which to excite
leaders for the collaborative stage.

The CALSTART project undertaken by the state of California to develop advanced
transportation industry clusters, excited participants early on with a set of findings
that showed leaders and participants where and how to take specific actions. The
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CALSTART findings made the case that if no action were taken, a problem for which
a ready solution existed (e.g., electric and hybrid power vehicles based on new appli-
cations of existing technologies) would be unreasonably ignored. Detailed action
plans for each initiative at the end of the collaborative stage are also important in
order to lay the groundwork for implementation. Such plans can include details
about the problem, the solution, the allies that must be mobilized for a solution to be
found, the workplan, the budget and important milestones to gauge progress. Rigor-
ous, but realistic plans like these signal the participants that there is a path forward
and thus a reason to stick with the initiative and see it through to ultimate success.

5. Engage potential implementing institutions
from the earliest stages of the process

The ultimate success of a cluster-based development initiative is determined by
whether members of a region take specific actions to implement strategies for eco-
nomic change. These actions may range from the establishment of producer-supplier
alliances to the construction of needed communications infrastructure. Case studies
show that action is more likely to take place if responsibility for implementation is
assigned to and accepted by an organization whose mission and resources closely
align with the objectives of the action initiative.

Implementation of specific cluster action initiatives following the collaborative strat-
egy stage can require considerable time and financial resources. In many cases, the
leaders and financing needed are found within large organizations. These organiza-
tions may be committed because a representative participated in the collaborative
strategy process (the best case), or because the leader has been convinced to support
implementation by cluster stakeholders or by a respected regional leadership group.
Sound cluster action initiatives that are assigned to well-meaning, but poorly re-
sourced organizations, such as enthusiastic cluster working groups or individuals
may fail at implementation. If possible, responsibility for implementation should be
assigned to individuals with the resource capacity to move the idea ahead. This
means that individuals who are in the best position to move likely initiatives forward
need to be as much a part of the collaborative strategy process as possible from the
outset. Consider, for example, a cluster project that leads to an action plan to estab-
lish new workforce training initiatives (a frequent outcome). Community colleges
are often the appropriate institutions to spearhead such training initiatives. It would
therefore make sense to have engaged regional community college presidents early
in the cluster strategy process and particularly in working groups from which ideas
for training initiatives are likely to emerge. While a college president may not come
up with a particular idea, if it comes out of a group or process in which (s)he has
been a part, (s)he is more likely to accept the role of an initiative champion with the
authority to drive the initiative toward implementation. The desired outcomes from
cluster strategy are not recommendations, but action plans developed and negotiated
by those demanding a particular action and those supplying the resources to make it
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happen. The desired outcome from a cluster development initiative, overall, is action
that improves cluster performance and enhances regional development.
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Chapter IV
Stage One: Mobilization

Cluster-based economic development is not simply a project involving data collec-
tion, analysis, and planning, but is instead about mobilizing leaders and institutions
in the regional “marketplaces” to act in new and more productive ways. Mobilizing
economic stakeholders to perceive their job in terms of the region’s marketplace of
companies and institutions is a major challenge. Taking stakeholders who are linked
together by common needs, shared vision, and commitment to value-added outcomes
is essential. Achieving action outcomes begins with mobilization.

Finding the “right” answer to the questions of who leads initiatives and who sup-
ports, is closely linked to ultimate success. As a practical matter someone needs to
take responsibility for starting action. Since most regions face an array of economic
development problems that do not fit into anyone’s job description (e.g., declining
competitiveness, shifting markets), non-traditional sources of leadership must often
be identified.

Mobilizing for market and institutional innovation sometimes requires educating
stakeholders about their economic challenges and opportunities to partner with
important members of the regional economic marketplace. Planning projects may
illuminate a problem and provide professional insights concerning solutions. How-
ever, planning may not lead anyone to take responsibility for turning good ideas into
realistic actions and then putting them into effect. While building regional or local
capacity to think actively about economic change can prepare people to take more
responsibility for action, very often leaders and supporters will need to be encouraged
to become “stewards” of collaborative action. See Exhibit IV-1.

Lesson F1:

Use economic challenges as windows of opportunity

1o bring stakehelders together

Economic change often happens in slow and subtle ways making it difficult to con-
vince people that there is a need for action. Yet without purposeful action, negative



economic forces can not easily be overcome. Economic development leaders, there-
fore, need to find ways to wake up business, government and institutional leaders
and induce them to participate in a new collaborative initiative. However, each
region has different configurations of business organizations and institutions that
can participate in the mobilization stage. These regional leadership resources are
likely to respond to economic challenges in different ways (Exhibit IV-2). This may
necessitate presenting challenges to prospective leaders in ways that address to their
organization’s priorities or politics.

Nearly all the participants in cluster-based initiatives examined viewed their region’s
economic conditions as in (or nearing) a state of crisis that required mobilization of
the community. Sometimes leaders created visibility by focusing on a singular event,
such as a plant or military base shutdown, to draw public attention to broader, longer-
term issues of economic transition. Leaders in the El Paso, Texas region were spurred
to action by the passage of NAFTA, a new trade agreement that promised to dramati-
cally affect the region’s competitive position. In other places, such as recession-

Exhibit IV-1 ~ Stage 1 Mobilization Checklist

Objective: Develop a leadership group (working with sponsors) committed to overseeing and patticipating in the clus-
ter-based economic development initiative.

®

Does the regional culture facilitate collaborative problem-solving?

Do civic leaders concerned about the region’s economy recognize the need for collective action to confront today’s eco-
nomic challenges?

Does the region have a history of “working together” on regional problems?

How developed are the region’s leadership resources?

Can the region’s economic challenges be discussed in ways that will elicit the concern and involvement of others?
Which specific regional stakeholders can catalyze action? Do they agree with the need for collaborative action?
Can a leadership or “stewards” group be built?

Are the leaders and other participants representative of the principal businesses and institutions in the region?
Can the goals be defined to engage key participants?

Are participants motivated by self-interest to work for region-wide interests?

s there broad and “visible” buy-in to both the challenges and the goals?

Is there commitment to move forward by leaders “with clout™?

What resources are necessary to support the cluster effort? Are they available?

28

Cluster-Based Fconomic Development:



A Key to Regional Compelitiveness

Exhibit IV-2  What type of leadership resources can your region mobilize?

Headquarters regions: Presence of corporate executives, their public affairs and
government relations offices, administrative as well as R&D centers, encourages
involvement in broad regional issues linked to corporate citizenship image, issues
threatening the company’s situation (e.g., downsizing, skill, supply, transporta-
tion), matters in which headquarters have management expertise (e.g., education,
finance), and situations in which participation in the cluster process may result
in the enhancement of corporate operations (e.g., tax base, development costs).

Established branch offices or plants regions: Less autonomy to use resources
and commit time to issues not aligned with corporate priorities, but branches
have capacity to focus on issues that improve operational productivity (e.g.,
training, physical infrastructure, communications).

New or “greenfield” regions: Where new facilities are involved executives from
HQ and plant management work closely with regional leaders on many economic
issues from education and training to supplier development and transportation to
ensure a competitive starting basis for operations.

Entrepreneurial regions: In regions with rapidly growing clusters of firms in
their early stage there is higher likelihood of leaders becoming involved with
issues important to that sector and for these leaders to attract attention and inter-
est of public leaders concerned with fostering their development (e.g., multime-
dia, biotechnology, optics, etc.), whether on R&D, financing, training, permitting
or communications.

State capital regions: While not always the largest economic center, state capi-
tals may have the attention of state leaders who may be concerned with the
capital’s visibility and bring political clout to focus on flagship efforts that might
be models for the state and their home districts.

Urban centers: Historically urban centers have access to leadership from estab-
lished institutions, including corporate headquarters, universities, banks and
utilities. When urban centers decline, securing participation of leaders becomes
more difficult, particularly if outmigration has occurred. In contrast, rural cen-
ters face a paucity of institutions and must reach out further to regional allies to
build leadership resources for development.

Institution-rich regions: Regions with a high concentration of major universi-
ties, research institutions, utilities and government agencies often can be mobi-
lized around issues concerning challenges to their own survival and development
when linked to the economy. Major power and communications utilities, banks,
transportation agencies, universities and health systems all have a stake in how

- the regional economy performs, since their clients are the region’s economic base.
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stricken South East Los Angeles County (SELAC) and Southwestern Pennsylvania,
motivation to mobilize came from a sense by public and private leaders that eco-
nomic conditions in the region had hit bottom. Economic development leaders need
to mobilize quickly using the sense of challenge that a crisis can generate.

Lesson M2:
Kick-start mobilization by creating or identifying
an organization dedicated o the initiative’s goals

Many cluster-based initiatives have found it useful to form an organization early on
to help guide and manage the effort. Referred to as “stewards groups,” such organi-
zations serve as a conveyor and “bridge” between participants. Their role may
change and grow over time to serve later implementation objectives. Nevertheless,
most regions find it important to have a single organization explicitly dedicated to
the initiative’s goals. This organization can take many forms. It may be formal, such
as the Tennessee Resource Valley in East Tennessee which has a board of directors,
budget and staff, or informal, such as the Camino Real Economic Alliance which is a
network with only a secretariat office housed within the EI Paso Chamber of Com-
merce. The managing organization of the initiative may be a completely new entity,
or an existing organization whose mission is adaptable. The form of the organiza-
tion should be determined both by an understanding of existing resources and polit-
ical and economic alliances in the region, and by the needs of the initiative to
marshal a broad group of stakeholders. In creating new organizations, those respon-
sible for mobilization need to identify an appropriate array of key public and private
sector leaders who should be involved as well as an appropriate organizational
model to ensure broad participation. (Exhibit 1V-3).

The following cluster initiatives offer different approaches to forming stewards
groups:

East Tennessee 21st Century Jobs Initiative: In the early 1990s, the U.S. Department
of Energy (DOE) began the process of downsizing the Oak Ridge National Laboratory
(ORNL) located in rural East Tennessee. With the lab being one of few major em-
plovers in the region, the proposed downsizing would clearly have major economic
impacts on the entire region, not just the immediate Oak Ridge area. Impetus to
launch a regional economic strategy came from a major DOE contractor with fund-
ing from DOE headquarters. An existing regional marketing organization, the
Tennessee Resource Valley (TRV), was selected as the managing organization for the
project. As a regional group with representation from across the 15 counties making
up the region, TRV was considered more capable of introducing and sponsoring new
approaches to economic development in the region than several alternative groups
that more narrowly represented the immediate Oak Ridge area.

Cluster-Based Economic Development:
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Arizona ASPED initiative: The cluster initiative undertaken in Arizona began with
the formation of a group of private sector entrepreneurs called Enterprise Network.
This group envisioned using a new economic approach to shift the state toward an
“innovation-driven economy.” In 1990, Enterprise Network brought together the
state Department of Commerce, the Arizona Economic Council, the Greater Phoenix
Council, and the Greater Tucson Economic Council to commit funding to the effort.
This public-private partnership was called Arizona Strategic Planning for Economic
Development (ASPED). ASPED led the statewide cluster strategy initiative until it was
mature enough to transition to a public sector organization, the Governor’s Strategic
Partnership for Economic Development (GSPED), which then carried on the same
mission for several years.

Exhibit V-3 Building stewards groups

Stewards groups can take many forms:

e Existing economic development organizations: Chambers of Commerce,
regional economic development councils, e.g., East Tennessee Resource
Valley (TRV).

e Formal associations: Organizations specifically established to oversee cluster
efforts, e.g., Joint Venture: Silicon Valley (JVSV).

e Networks or alliances: Partnerships or umbrella organizations of existing
institutions , e.g., Arizona Strategic Planning for Economic Development,
(ASPED).

Criteria to consider when forming stewards groups:

e Presence of a suitable organization with an interest in taking on new mission
and with a potential benefit to its current mission (TRV).

» The number of existing institutional resources in the region: The large
number of economic development groups already in region will lend itself to
building an association or network (ASPED).

o Availability of financial resources can determine whether a region should cre-
ate a new entity or innovate with existing capacities.

e Characteristics of initiative: “New” mission such as nurturing an advanced
transportation industry will require new entities (Project California and Cali-
fornia Strategy for Advanced Research on Transportation [CALSTART]). Size
of “region”— city, multi-county, state, multi-state, cross border, cross-juris-
diction—affects options for stewardship.
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Joint Venture Silicon Valley (JVSV): When business leaders in Silicon Valley began to
consider launching a new economic initiative they recognized the importance of
bringing together a broad range of key stakeholders from across different industry
sectors and the region’s nine political jurisdictions. To do so they decided to form a
new coalition-based organization. JVSV was designed to avoid the conflicts of interest
or biases of existing organizations such as chambers of commerce, industry associa-
tions, development corporations and administrative jurisdictions, while being
inclusive of all these stakeholder groups. The CEO of the region’s largest semicon-
ductor equipment company convened senior executives from influential companies
to form a CEO Advisory Board for JVSV. JVSV became the main organization to spear-
head the cluster strategy effort through the mobilization, diagnosis, collaborative
strategy, and implementation stages.

Lesson M3:
Cultivate broad private and public sector
participation and early “buy-in”

Starting cluster development is fundamentally about mobilizing private and public
sector stakeholders to address regional economic challenges in new ways. Most initi-
atives examined show the importance of getting a broad selection of key stakeholders
actually participating in the effort early on. This not only brings a wide variety of
perspectives and resources from the marketplace to the planning process, it also
helps assure buy-in to the process and, later, responsibility for implementing out-
comes. But, saying that broad buy-in is important and accomplishing it can be two
very different things. Such buy-in is usually critical to actually implementing the
plans that are developed by participants. A well structured cluster initiative begins by
bringing together leadership representatives of the economic output side of the econ-
omy together with representatives of the institutions that provide the region’s
economic infrastructure (Exhibit I-4).

Institutions and organizations that are intermediaries for the output and input sides
of the economy, such as chambers of commerce, economic development agencies or
utilities, may often be sponsors or conveyors of cluster efforts, but they cannot do the
actual work of the cluster development process alone. Participants from the market-
place should always be the focus for cluster initiatives. At the mobilization stage the
challenge is to secure participation from interested and influential businesses and
institutions. Unless the start of the cluster development effort includes broad industry
groups that represent the marketplace, the process of carrying out the diagnosis, de-
veloping collaborative strategies that consist of feasible actions will not easily occur.
Mobilization is, at its core, about convening representatives of the regional market-
place to oversee a developmental process. The balance of the cluster development
process focuses on building and managing the participatory mechanisms that carry
this process forward. Exhibit IV-5 describes some of the ways that regions have gone
about achieving broad participation.

Cluster-Based Fconomic Development:



Exhibit V-4 Typical stakeholders in regional marketplace

Industry producers

e © @

Suppliers
Entrepreneurs

@

Industry intermediaries

s Chamber of Commerce
e Supplier networks

» Industry associations
e Emplover associations

Corporate headquarters
Company regional offices
Plants and branch facilities

Economic output representatives Economic input representatives

Economic infrastructure providers

e Research institutions and laboratories

o Universities and colleges

e Financial institutions (banks, insurance)

e Power, water and waste utilities

e Transportation providers/facilities (air, rail, port
districts)

e Telecommunications systems (wire/wireless)

e Health care systems and social service providers

e Real estate and construction

o Regulatory agencies

Economic infrastructure intermediaries

Elected officials and representatives

Public agency managers

Regional planning agencies, councils of government
Citizen non-profit groups

Development corporations

Labor and at-risk workers

@

@
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Lesson M4
Cuitivate responsible stakeholders and “champions”

One key to implementation success in many regions is the identification (both
during the mobilization and the collaborative strategy stages) of one or more
“champions”—strong leaders who agree to take responsibility for moving the initia-
tive forward. At different stages champions are needed to articulate the vision of the
project, galvanize support, and motivate others to participate. While the case study
research has found champions to have emerged from both the public and private
sectors, with notable exceptions, it appears to be the senior level and committed pri-
vate sector leader, e.g., a CEO of a major employer, who has the clout and resources
to drive the complex actions of the cluster initiative to successful implementation.

Different types of leadership styles are most appropriate at different stages of the pro-
cess. Economic development leaders should keep the following types in mind when
recruiting champions to become involved:

Catalysts: Leaders who are outspoken advocates for a specific challenge facing the

region in which they have an interest and usually personal as well as corporate moti-
vation. In Arizona, the ASPED initiative was designed, promoted and launched by the
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founder and vice chairman of a computer hardware and software company. This
business leader was a visionary who has proved to be an effective catalyst for cluster-
based economic development, not only in his home state but also through his travels
across the country. He had the ability to articulate to business people and government
leaders alike the value of focusing on competitiveness by achieving the productivity
and synergistic benefits associated with industry clusters.

Caretakers: Leaders who are strongly committed participants, contributing to an
initiative as good corporate or community citizens. The director of East Tennessee’s
21st Century Jobs Initiative was new to the job at Tennessee Resource Valley when the
region’s cluster initiative was launched. However, he was experienced in the field of
economic development, having served in executive roles in both state government
and regional bodies. For the 21st Century Jobs Initiative, he challenged the project
leaders and outside consultants to “touch all the bases” in the region, to keep the
project manageable in scope, and to be practical with their recommendations. This
caretaker’s approach ensured that all parties received regular briefings on the project
and that several of the priority flagship initiatives were implemented.

Technicians: Leaders who agree to be responsible because of their institution’s
knowledge and expertise in a given subject. The principal executive driving the day-
to-day activities of Florida’s Cornerstone Initiative was an example of this type of
technical leadership. Now a consultant in cluster-based economic development, the
former director kept an eye on the technical and analytic aspects of the entire
project. His deep knowledge of both the state’s economy and the strengths and weak-
nesses of its major education and technology institutions enhanced the quality of the
diagnosis of the state’s economy and its potential for change.

Consumers: Leaders who have strong interest in how the activities of the project will
affect their institution, company or association. In Silicon Valley the CEO of one of
the nation’s largest semiconductor equipment companies helped initiate the entire
cluster strategy process because he saw that conditions in the region were making it
increasingly difficult for his company to remain competitive. JVSV was formed, in
part, as a reaction to the location in Austin rather than Silicon Valley of this com-
pany’s new facility.

Managers: Leaders who are known for their ability to manage and steer group pro-*
cesses and maintain coherence. The President of the El Paso Chamber of Commerce
managed that community’s Agenda 21 initiative. This Chamber President had a
manager’s focus on objectives, milestones, schedules, deliverables and budgets.
Agenda 21 was eventually linked to a similar project in the state of Chihuahua, Mex-
ico by the Chamber President who saw the similarity in approaches and the potential
for cross-border action initiatives to foster the region’s economic development.

Cluster-Based Economic Development:



Exhibit IV-5  Case studies on the importance of early and broad participation

Oregon Key Industries
Development initiative:

South East Los Angeles
Gateway Cities initiative

UC MBEST Center initiative

East Tennessee 21st Century
Jobs Initiative

Oregon’s cluster-based strategy initiative is an example of “bottoms-up” problem
identification. Partly in order to assure buy-in, and partly to ensure that the prob-
lem statement was sound, leaders of this initiative worked with industry members
at the early mobilization stage to determine what they needed to be competitive
and to grow. Governor Neil Goldschmidt worked with the legislature and public
and private Jeaders across Oregon during 1988-89 to develop a statewide strategic
plan for economic growth and development known as Oregon Shines. Private sec-
tor leaders from the various key industries became increasingly involved as the Key
Industries Development effort started to be implemented. Oregon’s Economic
Development Department continues to work directly with Oregon key industry
groups to organize and implement industry plans, industry development projects,
and flexible networks in which firms cooperate to penetrate new markets.

South East Los Angeles is a region with few corporate headquarters and a history of
conflict among its 27 small cities. By working through a cluster-based economic
development approach, the region gradually overcame historical problems of frag-
mentation and factionalism by involving its mayors, city managers and develop-
ment managers. Meeting together repeatedly in facilitated sessions to identify and
define common ground and win-win outcomes they created a new network to
move regional initiatives forward. Implementation was a function of a small team
of collaborating city managers and economic development professionals. These
leaders supported individual action initiatives in their respective cities and brought
private sector stakeholders into the implementation process.

This university-led initiative was hindered at the outset because, as a less devel-
oped region, it had limited private sector stakeholders from the region and there-
fore less private sector “buy-in” to support cluster development at the point that the
strategy were made public. The UC MBEST Center initiative was led by a non-profit
institution (the University of California) with informal, arm’s-length participation
by city and county representatives and regional institutions. More success may have
been realized with broader and earlier industry and institutional participation.

Some leaders of this initiative feel that insufficient private sector commitment at
the outset constrained implementation. In part, because the original DOE funding
did not require non-federal matching funds from local organizations, they had
no financial stake in the efforts outcome. The East Tennessee initiative failed to
secure the level of private sector commitment needed to propel the outcomes of the
effort into full implementation. Further, the initiative did not maintain the interest
of key decision-makers at the Oak Ridge Complex which contributed to a lack of
progress on actions where their involvement would have made a significant impact,
e.g., new approaches to technology transfer.

A Key to Regional Competitiveness
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Mediators: Leaders whose sound judgment and neutrality makes them capable of
facilitating complex issues facing industries and institutions. A Vice President at the
key sponsoring company in Silicon Valley was active in all stages of the JVSV initia-
tive. His involvement was especially instrumental in the diagnostic and collaborative
strategy stages where his ability to work with senior leaders from both the public and
private sector strengthened the initiative’s leadership capacity. He was able to medi-
ate among different points of view and opinion, facilitating the transition to the
implementation stage. He faced an array of complex problems during implementa-
tion, but was able to successfully structure an effective implementation plan by
finding appropriate roles for key players.

Cluster-Based Economic Development:



Understanding the region’s
economic porifolio

A Key to Regional Compelitiveness

Chapter V
Stage Two: Diagnosis
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The second stage of cluster development shared in common among cluster initiatives
across the US is that of diagnostic assessment. The objective is to use data collection
and analysis in order to understand at a relatively high level of detail how an economy
works (its structure), how it is performing (historically and relative to competitors),
the region’s sources of advantage (e.g., technology, skills, infrastructure, quality of

life) and the threats and opportunities on the horizon. Once leadership in the region

has been mobilized around a cluster-related economic development issue (such as

downsizing, base closures, or growth opportunities), the various stakeholders need to
develop insights into the challenges facing the region’s economy as well as an under-
standing of the ability of the region to respond to the stakeholders needs.

Strategies and actions for regional economic development can be informed by a
broader logic than “what we need is more aggressive industrial recruitment.” Analy-
sis of the variety, specific structure, and relative competitiveness of the region’s
industry clusters tells leaders how sustainable their economy is (i.e., are there diverse
types of clusters? is activity spread out broadly among different industries within
clusters?), the opportunities the economy is producing (i.e., jobs and wages), and
whether the region is innovating new kinds of economic activity (i.e., expanding in
new or high growth markets). An analytically sound diagnosis of a region’s eco-
nomic portfolio is the key to accurately defining specific industry challenges.

To carry out the diagnosis, regions often contract with a specialized analyst. In some
cases a local university economics group can provide the analytical skills needed. In
other cases, analytical capacity may not be readily available and outside consulting
resources will be needed. The extent of the analysis needed will be determined by the
nature of the economic problems facing the region and the availability of prior stud-
ies. A comprehensive assessment of a region’s markets and ability to compete in
those markets may be needed where there is evidence the region has lost market
share in key industries. Alternatively, when answers to the market challenge and lo-
cal capacity questions are relatively clear, the diagnosis can be more specific and
focus on enhancing existing cluster-supporting activities. See Exhibit V-1.



Exhibit V-1  Stage 2 Diagnostic Checklist

2

e

Objective: Identify the region’s “cluster” structure and competitive position, and understand the prognosis and
challenges.

1 How is the regional economy performing?

How have employment levels, per capita income, and gross regional product changed over the past decade?
What are the regional trends in industry-specific employment, output and growth of new firms?

What are the “baseline” projections for future economic performance, if no action is taken?

2 What is the condition of the region’s cluster portfolio”?

What definition of “cluster” is useful for carrying out a diagnosis of the regional economy?
What is the region’s capacity for analyzing cluster-based trends? Where does “practical” expertise reside?

What are the region’s industry-clusters and what are their current levels, concentration and growth of employment
and output?

Which clusters are the largest employers in the region, historically? How do they compare in size to other regions?

What share of total employment and output do the largest regional clusters represent? Are the largest clusters con-
centrated in a few firms or widely dispersed?

How is activity within each cluster distributed along the “value chain,” i.e., are there many product and supplier
firms, are there many different types of industries within the cluster? How vertically and horizontally integrated is
the cluster? Where are the “gaps”?

Which clusters are growing faster? Are business “buyer-supplier networks” forming?
What are the region’s emerging industries and clusters?

How does the performance of the region’s clusters compare to similar clusters in other regions, the nation, and
worldwide?

What is the outlook for each cluster’s performance for the next five years? Is it feasible to expand any of the region’s
clusters?

What are the strategic challenges facing each cluster according to business leaders, market analysts, public offi-
cials, etc.?
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Exhibit V-1

Stage 2 Diagnostic Checklist (cont.)

3 What economic advantages does the region provide to its clusters?

Who are the region’s providers of economic infrastructure, i.e., public and private sources of technology systems,
human resources development, financing, physical infrastructure, information infrastructure, quality of life, and

tax and regulatory systems?

Will the diagnosis address the broad range of providers, or a few providers in a few categories?

What is the current capacity and growth potential of the “economic foundation” providers?

Are industry representatives satisfied with the quality and quantity of resources available?

What are the comparative strengths and weaknesses of the region’s economic foundations benchmarked against

other competing regions?

For problem areas, what are the practical constraints of and priorities for providing any specific type of supporting

economic infrastructure?

Recognizing regional
capacities

Key lessons for diagnosis

A Key to Regional Compelitiveness

The economic performance of a region’s clusters is determined by two factors. The
first—external market demand for the goods and services of the region—is not eas-
ily affected by local action. The second—the advantages firms can get from within
the region—is very much under the control of regional groups. For this reason,
analysis of the region’s economic infrastructure is needed to identify where there are
strengths and weaknesses in the capacity to respond to overall and industry-cluster-
specific needs. Thorough analysis of regional capacities, including comparison with
“competitor” regions, involves the examination of the following systems: education
and workforce development, technology development, financing, infrastructure,
communications, business regulation, and quality of life.

The diagnosis stage concludes with a statement of the overall performance of the re-
gional economy, the position of the region’s clusters relative to competitors and the
region’s general and specialized economic input advantages. The outcome is an ap-
praisal of the regional portfolio in terms of each cluster’s status, prognosis and
major development challenges.

Lesson D1:

Provide a neutral and independent analyst/resource

who can “iell it like it is”

In many cases, leaders of a cluster-based initiative hired an outside consultant to
conduct the economic research on the region and its industry clusters. In some cases,
the consultant designed and facilitated the entire cluster initiative as well. The use of
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an outside analyst was viewed by the leaders of many cluster efforts as important to
enhancing the credibility of the initiative through “scientific” neutrality. This is es-
pecially important when there is considerable factionalism in the community or
when the news about the region’s economic situation is bad or controversial. In ad-
dition, the application of sound methods of data collection and analysis may dispel
myths about the region’s economic situation and thereby make participants more re-
ceptive to change.

In Southwestern Pennsylvania, the research capabilities of many organizations were
utilized, blending the academic expertise of university economic research centers,
the technical capabilities of outside consulting firms, and the practical experience of
local economic development agencies. In SELAC, the findings from an early analysis
by a local consulting group of the impact of defense shutdowns on the region was
cited as a turning point in mobilizing the region to take action. Later in the project,
SELAC leaders chose to team with a national firm to provide broader credibility for
the analysis. In Ventura, on the other hand, there were credibility concerns at the
start. Therefore, hiring impartial, credible third parties for the diagnostic phase was
viewed as important to the initiative. Regions may also need to hire separate consult-
ants to conduct specialized diagnoses depending on their region’s specific problems.
For example, for Project California, an international consulting firm specializing in
cluster analysis was contracted to assess California’s technology competencies,
strengths and weaknesses and make recommendations to strengthen the state’s com-
petitive advantage. At the same time, another national consulting firm conducted
market analysis for each of the six industry clusters selected for the project. The mar-
ket analysis results were evaluated against the competencies assessment to select
final technology areas for which to develop action agendas.

Lessan D2:
Involve and build momentum for the inilialive across the
community through a participatory diagnostic process

Using participatory and collaborative processes during the diagnosis stage can not
only improve the accuracy of regional cluster analysis, it can also engage key stake-
holders in ways that start their ongoing participation. Participatory techniques can
include one-on-one interviews, and working meetings for different groups, e.g., in-
dustries and economic infrastructure providers. Exhibit V-2 describes the different
ways regions have or have not used participatory diagnostic techniques.

Several of the cases show the importance of crafting a compelling story about the
changing economy and the threats and opportunities on the horizon. “Story telling”
is a proven way to engage leaders in the community and raise the stakes about the
future. Often the story is built around troubling projections for the future perfor-
mance of the region’s economy. In SELAC, a provocative video of regional problems
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Exhibit V-2 Using participatory techniques to aid cluster diagnosis

JVSV and East Tennessee initiatives: The Silicon Valley and East Tennessee
initiatives relied heavily on a “user-driven” diagnostic process consisting of an
extensive series of working group meetings involving industry and public sector
representatives. In a separate but linked phase of the initiative, a comprehensive
media strategy to convey the project’s findings and activities to the region helped
stir community interest.

Ventura County initiative: Ventura undertook a collaborative process of map-
ping out the technology competencies of the region’s defense contractors to
analyze possibilities for applications and spin-offs to non-defense businesses.
Contractors found complementary capabilities on which they could work.

Austin and Florida initiatives: Both the Austin and State of Florida projects
used extensive interviews as part of the diagnosis, but did not establish working
group meeting processes. Although the interviews provided much of the necessary
analytic input to the process, without the interactive working groups both
projects had somewhat less than ideal implementation outcomes. Observers of
these regions’ initiatives believe that the working groups would have helped
develop the higher level of understanding and broader buy-in for the plan that

was recommended, leading to more successful implementation.

and presentations by regional business leaders (who had not met before) was shown
around the region and helped set the stage for action. Exhibit V-3 provides examples
of ways regions can use media to reach out to stakeholders.

Lesson B3:
Use clusier analytical technigues o identify
regional strengths and sirategic opportunities

Three important cluster analytic techniques can be used in the diagnosis stage to
identify a region’s cluster strengths, challenges and strategic opportunities.

1. Identify your regional cluster portfolio

After reviewing the region’s overall economic performance, the next step for a region
is to understand the structure and unique capacities of its industrial base. Cluster
analysis can be used to identify a region’s industry portfolio by using quantitative
variables such as industry employment size and measures of cluster concentration.
By aggregating traditional industry sectors in a way that reflects vertical and hori-
zontal linkages and commonalities, cluster analysis can provide a region with a new
way of understanding its industrial capacities. For example, leaders in Austin recog-
nized the rising significance of the electronics sectors in their economy through
cluster diagnostic techniques. Figure V-1.
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Exhibit V-3  Communicating the regional assessment:
How leaders use media to tell a unifying story

Slide shows: Color slides on regional economic structure and challenges can be
created and loaned.

Reports reprints: Distributed by mailing list to targeted audiences in region, or,
reprinted by newspapers as a supplement.

Newsletters: Priority issues and challenges communicated with backing from
stewards in region.

Public forums or “town halls”: Major regional events for interactive discus-
sion of challenges often broadcast on TV or radio, with significant news coverage.

Videos: 10 to 20 minute video of key stories focusing on the diagnosis financed
by sponsors or produced with donated services and made available to regional
organizations.

Television and newspaper stories and press briefings: Preparation of press
kits and releases to correspond with conclusion of the diagnosis and later stages
of process.

Editorials: Planned editorials on implications of diagnosis prepared by leaders
and stakeholders from region, designed to build concern and participation in fol-
low-on activities. ”

Web site: Develop a web site for the initiative with pages for data and feedback,
have volunteers develop and locate on a sponsors server.

Attitude surveys: Polling of regional stakeholders and citizens on challenges
covered in publications.

2. Benchmark regional position

Many regions have also used “benchmarking” techniques as part of the diagnosis
process. Benchmarking looks at the performance of the region’s cluster economy not
just in absolute terms, but against the performance of similar industry clusters in key
competitor regions. For example, a region’s cluster of electronics industries may be
growing in employment at a rate that is near or slightly above the average employ-
ment growth rate of the U.S. This may seem like good performance, until one is shown
that the best performing electronics clusters in the nation are growing at three times
the national average. Such news helps grab the attention of regional stakeholders. In
addition, benchmarking enables leaders to understand their strengths and weakness-
es vis-a-vis their competitors, providing further information for formulating eco-
nomic strategy. Austin’s leaders continue to benchmark their cluster performance in
an ongoing effort to shape high value-added economic growth. See Figure V-2.
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Figure V-1  Metropolitan Austin’s industry clusters
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3. Benchmark regional economic infrastructure

As regions explore the competitive position of their clusters, they must ask whether or
not the region has provided these clusters with the economic inputs needed to sup-
port and create an advantage for their formation and growth. Regions can evaluate
how responsive their supplier institutions are to cluster needs by direct inquiry and
by comparing their supplier institutions to “competitor” regions. In Florida Corner-
stone, economic indicators were developed in 1988, then again in 1992, for technol-
ogy, education, and capital inputs. Exhibit V-4 shows how Florida ranked among the
states for these indicators, These kinds of assessments help focus the public and pri-
vate partnership efforts on collaborative actions statewide.

4. Assess strategic challenges and opportunities

Moving beyond descriptive techniques, cluster analysis can also be used as a basis for
forecasting trends and identifying strategic opportunities. In East Tennessee, a sup-
plier gap analysis of each of the region’s clusters identified potential areas for future
growth and targeted business attraction. For example, a supplier gap analysis of the
auto cluster showed that in a two hundred mile radius of the region, there was exten-
sive demand but little supply of several automotive and transportation equipment
products, including aircraft parts and equipment, screw machine products and iron
and steel forgoings. This assessment highlighted new opportunities of growth for the
region and formed the basis of business attraction and other action initiatives. Other
analytic techniques such as the growth-concentrations matrix described in Figure
V-3 can indicate potential trends for a region’s clusters.

Exhibit V-4  Florida Cornerstone Economic Infrastructure Benchmarks (1988)

Technology availability

48th in number of scientists and engineers per 1,000 workers

37th in the nation in number of science and engineering students per 1,000
45th in level of R&D per capita

26th in patents

Human resources

49th in high school graduation

40th in adult literacy

34th in college attainment

27th in X-12 spending per student

24th in higher education spending per student

Capital availability

24th in bank deposits per 1,000 population

41st in commercial and industrial loans per 1,000 workers
33rd in venture capital per 1,000 workers

Cluster-Based Economic Developmeni:



Figure V-3 Using a growth/concentration matrix to tell the cluster story
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investment to maintain conditions for continued development.

High concentration/low growth: Focus on restructuring to retain value-added
components of clusters. Typically requires targeted improvements in retraining,
financing, technology transfer for productivity, collaborative marketing and promo-

tion of diversification to retain or increase employment.

Low concentration/high growth: Need to emphasize new enterprise formation and
business recruitment to seize opportunities to capture share of growing markets.

Low concentration/low growth: Generally low priority for development with efforts
limited to opportunities having low cost or high commitment from stakeholders.

This diagram, which was presented to the stakeholder audience in South East Los Angeles, showed the concentration and
growth outlook of the region’s portfolio of clusters and became a useful technique for indicating possible strategic direc-
tions for the region. Circles indicate relative cluster employment size.

A Key fo Regional Competitiveness
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A Key to Regional Compelitiveness

Chapter VI
Stage Three: Collaborative strategy

The third stage of cluster development focuses on bringing the representatives of
the cluster industries and their suppliers together to craft action plans for growth and
enhanced competitiveness. In a global marketplace regional companies in different
industries within clusters or with shared needs across clusters can improve their
competitiveness by working together. Together they can develop an understanding of
their most important shared needs in economic inputs from technology to workforce
skills to financing to telecommunications and utilities to regulation and quality of
life, and then use their collective leverage to effect improvements in these key eco-
nomic inputs. The collaborative strategy stage of cluster-based development has the
mission of bringing together stakeholders along each cluster’s value-chain (e.g., the
businesses and institutions that provide the continuum of basic inputs to intermedi-
ary supplies to final products) in an inclusive process to define mutually beneficial
actions with measurable outcomes.

Some of the key challenges of this stage include the following:

Bringing clusters together to discover common needs: A major challenge in
this stage is to bring cluster representatives together to define common competitive-
ness challenges and the shared “returns” to the participating cluster members from
addressing these challenges together. Some companies prefer an isolated “survival of
the fittest” approach and don’t recognize that they can profit from collaborating
locally to compete globally. For all cluster members, both questions, “What's in it
for me?” and “what’s in it for all of us regionally?” need to be answered.

Committing to collaborate: A second challenge in the collaborative strategy stage
is getting companies and institutions in each cluster working group to define priori-
ties for action, develop business plans to carry out the needed action, commit to
participating in implementation of the plans and establish accountability for mea-
surable outcomes. '



o Building cross-cutting agendas for action: Another challenge is finding the
common denominators in the region that define the overall economic development
opportunities for collaborative action. Case studies show that one industry’s cluster
strategy typically contains priority actions that have much in common with other
industries’ cluster strategies. These common areas of action might be in early stage
technology or standards development, education and training, financing, communi-
cations and utility infrastructure, regulatory issues and quality of life. Crafting an
overall economic strategy involves finding these common denominators and defin-
ing cross-cutting initiatives that will be the impetus for creating region-wide support
for taking action. Thus, a region’s cluster strategy includes cluster-by cluster action
strategies and a cross-cutting region-wide “flagship” strategy, all with action plans.

Exhibit VI-1  Stage 3 Collaborative Strategy Checklist

Objective: Develop collaborative actions that will improve the competitiveness of individual clusters and overall
regional economic performance.

Are the initial “stewards” still committed to the regional cluster effort and using their clout to recruit appropriate
new leaders to guide the collaborative strategy process?

Are key stakeholders developing the collaborative strategy? Are representatives from large and small companies, gov-
ernment, and other public and private “economic foundation” providers involved in each cluster “working group?”

Do leaders and participants in each cluster working group recognize their mission to reach a shared view of eco-
nomic advantages, challenges, and opportunities to enhance competitiveness? What are the priorities for action?

Are participants willing to “suspend” individual competitive goals in the interest of working collaboratively to
improve regional competitiveness?

Do cluster-specific recommendations have an action plan and action team to lead and carry out strategies?

Have “cross-cutting” action strategies which benefit several clusters or overall regional competitiveness been
identified?

For all strategies, are action agreements (“business plans”) in place; have team members established accountability,
resource requirements, and schedules?

Are action plans closely tied to measurable outcomes? Are performance measures drawn from the diagnostic assess-
ments of the region’s clusters and of their supporting economic infrastructure?

Beyond those directly working on the strategy, who is aware of its potential for the region?
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A Key to Regional Compelitiveness

Lesson G1:
Hold events that confront and engage paricipanis
from key industiies and institutions in the region

The collaborative strategy stage is often begun with a “kick-off” event and perhaps
followed by other high profile events to keep stakeholders and the public continually
updated and engaged in the process. Communication is perhaps one of the most im-
portant and least well used tools for helping to bring stakeholders together and build
a strong and clear understanding of the need for commitment and investment in
cluster actions. There is no necessary communication approach or one that works
best. However, regions that have undertaken outreach and communication through
a variety of channels, targeted to different audiences, during the mobilization and
diagnosis stages, have obtained the best feedback and participation in strategy devel-
opment. Obtaining good participation is critical, because the collaborative process to
develop strategy often consists of a series of numerous group meetings and is a time
and labor-intensive activity.

There are several types of high profile events that can be effective tools for drawing
key stakeholders into participating in the collaborative strategy stage. In Silicon Val-
ley, 2 major luncheon event was held to coincide with the release of a controversial,
first of its kind, diagnostic report. The luncheon brought 1200 stakeholders together
and secured from them a degree of acceptance that there was a problem—that the
region was “at risk.” A visioning conference at the beginning of the collaborative
stage helped kick-off the strategy process. These high profile events helped cultivate
the participation and credibility needed to move the project through the collabora-
tive strategy stage. In Oregon, an initial round of industry forums held across the
state led to new private sector participation in network development. Both the East
Tennessee and Arizona initiatives relied on town hall-type meetings to launch final
strategy reports and action items.

Lesson G2:
Create highly inclusive cluster “working groups”

To develop a broadly shared action agenda for cluster development, many regions
have undertaken a structured and professionally facilitated “working group” pro-
cess. Usually, the working groups are arranged around the key clusters identified for
the region. While working group representatives may come together across clusters to
define shared needs, the crux of effective cluster development is cluster-specific strat-
egies targeted to the region’s unique cluster structure and resources.

In forming working groups, economic development leaders should seek broad partic-
ipation both vertically and horizontally within a cluster. Vertical participation in-
cludes representatives from along the entire continuum of the value chain, including
representatives of industries or institutions that are closely related to the cluster at
the outset. This means having both the important export producing industries as
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well as their large and small intermediary suppliers, even those whose regional
“strength” is only emerging. By bringing a variety of “suppliers” into the cluster
strategy, the activity literally becomes a marketplace where improved understanding
and hopefully improved “trade” between users and providers can be accomplished.
Horizontal participation implies the inclusion of both competing companies in a
cluster and representatives of regional public and private institutions that provide
economic inputs to cluster industries. The inclusion of such representatives is tre-
mendously important and is part of what differentiates cluster strategy from eco-
nomic planning done by “experts” in isolation.

In sum, cluster working groups are important because they:

Are markel-driven: A useful means to ensure that initiatives arising from the
project are shaped by realistic market understanding and industry-specific needs.

Link the value chain: Bring industries together along the chain of value from end

- producers to suppliers.

Convene the market: Bring stakeholders together who do not traditionally work
with each other, including companies that do not typically cooperate and economic
institutions that may have no forum to access their major customers as 4 group.

Set the stage for implementation. Help establish common interests among partic-
ipants and commitment to action for mutual self-interest.

The existence of cluster working groups seems to have made an important difference
in the success of the initiatives studied. In Jacksonville, for example, project leaders
and their consultants relied on a cluster working group made up of industry and
public institutions representatives to enhance communication between private and
public sector stakeholders in the health services and manufacturing industry clus-
ters. In Arizona, cluster working groups became the driving force behind implemen-
tation and were, in fact, more effective at implementing initiatives than the larger
statewide entity, GSPED, set up to be the implementing organization. In the Arizona
case, funding for cluster organizations was provided by private resources and busi-
ness volunteers while the federal government provided grants for specific cluster
projects. The Optics cluster working group, in particular, became very active and
continues today as a formal industry association reaching out to national and inter-
national counterpart groups. The Florida Cornerstone initiative, on the other hand,
did not organize regional cluster working groups as a central part of the process and
its results lacked industry-specific initiatives. Instead, the action recommendations
coming out of the project focused more on building up public sector capacity to sup-
port all the state’s clusters.

Cluster-Based Economic Development:



Exhibit VI-2  Washington Manufacturing Networks

Leaders of this initiative found that forming industry networks is an effective
means to bring companies together to help groups do what individual companies
cannot do alone. Flexible manufacturing network formation brought together
small and medium sized defense companies to jointly pursue opportunities to
improve competitiveness. Attracting industry leaders into the process was the first
critical step. Washington Manufacturing Networks introduced the concept of net-
works to industry, and identified companies interested in forming networks
through an outreach effort. Through this collaborative network approach,
defense firms are diversifying into new, non-military networks.

There are no boundaries on the form of work group structures. Network groups, for
example, are often useful when there are many smaller firms (suppliers) and fewer
larger firms (buyers) in a region. This was the case in Washington State (Exhibit V-2).
In other cases, where industry stakeholders are more geographically dispersed, an
association can be a useful mechanism for strategy development and collaboration,
as was the case in Oregon.

Lessen G3:
Select working group leaders whe are committed and can recruit
high profile participants representing small and large companies in the region

As has been discussed with regard to the mobilization stage, there are different types
of project leaders, including different types of working group leaders. Leadership
styles can range from that of a pro-active facilitator, to a reluctant, yet still compe-
tent chairman of the group. Different leadership skills can contribute to both
different group dynamics and to different outcomes.

A leading example of the critical role that the right selection of leadership can play
occurred in Silicon Valley. The CEO of one of the country’s largest producers of semi-
conductor manufacturing equipment was the overall chairman of this initiative. Be-
cause of his position in the community, he was able to reach into his personal net-
work to recruit co-chairs for each working group (one for each cluster). Influential
and, in most cases, charismatic, co-chairs contributed to an effective collaborative
strategy. In nearly every case, the private sector co-chairs dipped into the financial
resources of their companies to help. But not all regions have the enthusiasm and re-
sources that characterize the Silicon Valley and often it takes more time for regional
stakeholders to find committed participants.
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Exhibit VI-3  Types of working group leaders

Statesmen.: Well-respected participants whose presence gives credibility and whose
word has weight with others—which helps in inducing others to participate.

Stars: Recognized individuals whose presence makes the process attractive, but
whose time is often limited.

Deans: Individuals with strong authority and often a strong agenda.
Coaches: Modest leaders with capacity to energize others to take on responsibility.

Judges: Authorities who reluctantly have taken on responsibilities to keep the
process going, being tough facilitators and arbitrators as needed.

Sergeants: Aggressive managers who herd participants into doing their jobs.

Scholars: Intellectual participants whose interest in the subject energizes the
dialogue but sometimes lacks business focus.

Entrepreneurial engineers: Strong self-made business people who have energy
and a willingness to structure process and manage others to specific ends.

Lesson G&:
Greate aceountakility mechanisms and
progress milestones throughout the process

The cluster process is designed to produce action-oriented strategies. In order to im-
plement the strategies, the collaborative strategy process needs to focus on creating a
chain of command and mechanisms for ensuring responsibility and accountability
of the cluster participants, including the co-chairs. Without the formality of report-
ing responsibilities the working group process can either bog down or get off track
and fail to meet key objectives. Some of the following techniques can be used to en-
sure that the collaborative strategy process stays on track and is action-oriented:

When identifying cluster challenges, encourage participants to talk only about prob-
lems they have experienced, not what they have heard.

When identifying priorities, group members may use a voting process, not just
consensus.

When proposing ideas for action initiatives, those proposing the ideas should be
pressed to commit to crafting the action plan.

When developing action plans, participants should be asked to take substantial roles
in moving the plans forward into action.

Cluster-Based Economic Development:
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Exhibit VI-4  The challenge of building and sustaining cluster participation:
The SELAC experience

In South East Los Angeles, the sponsoring group of 27 cities had never before
worked directly with industry across their different jurisdictions. After a success-
ful regional forum with over 300 participants, organizing cluster working groups
still proved challenging. This task was difficult first because the region did not
have many large companies or corporate headquarters and second because the
cities, many of which were small communities, did not yet have a shared organi-
zation for identifying and bringing companies together. Working with a few larg-
er companies and consultants to the cluster effort, five cluster groups were
organized. These were: transportation and logistics, aerospace and metals, petro-
chemicals and energy, fashion, and home and lifestyle products. After initial
work sessions several cluster groups lost their interest while others became more
enthusiastic. The SELAC region faced a dilemma: How to maintain the engage-
ment of industry and infrastructure participants and concurrently create the
missing mechanism and resources needed to move cluster activities forward.
While some of the existing cluster groups have continued to work, each finding
their own way in collaborative strategy, the effort was incomplete. Several of the
cluster groups had few smaller enterprises and institutional participants. Another
missing element was the absence of working groups for the emerging clusters of
infomedia and tourism that had significant potential in the region, but for which
no stakeholders had been identified. Despite its difficulties, a committee of five
city managers and five economic development and assistant city managers kept
the momentum going. The conclusion of the collaborative strategy phase of
activity was 2 moment of pride for the sponsoring communities and their cluster
leaders. Their success in collaborating set the stage for a realistic, though diffi-
cult, ongoing implementation.

Lesson G5:
Develop concrete action plans for cluster-specific inltiatives
as hridges te implementation

Collaborative action plans are the most important part of cluster-based strategies.
These plans represent agreements among participants in the marketplace to create
new initiatives and/or change existing relationships. It is through these collabora-
tively developed agreements that innovation in the economy is accelerated. There is
no one “right” type of collaborative action plan. Each action plan should reflect the
cluster working group’s new understanding of demand and supply challenges and
opportunities as well as their insights into how to solve problems and create new ad-
vantage. Most collaborative action plans focus on how to improve one or more
systems of economic infrastructure (e.g., technology, skill development, early stage
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Exhibit VI-5  Building accountability mechanisms into the
collaborative strategy process

Arizona: Leaders of this project developed formal reporting processes to ensure
that working group results were regularly reported either to the Governor or sepa-
rately to stakeholders via public forums. Records of working group progress were
kept formally and a schedule of milestones developed to manage the project over-
all. The fact that there were formal deadlines to report progress motivated the
groups to keep on track and to produce results.

Silicon Valley: Leaders of JVSV set up a system of required formal presentations
by the working group co-chairs to one of the top leadership groups throughout
the process. The leadership group also developed an objective set of criteria
against which to screen group recommendations in an effort to narrow the num-
ber of the final initiatives.

financing, regulatory compliance) of key importance to the cluster member compa-
nies. For example action agreements may focus on:

o Reform and redesign: Improving existing public services through informing and
creating a dialogue between companies and agencies about what changes are needed
and creating a process for introducing reform (e.g., for permits or taxes).

e Adding value to existing resources: Creating new opportunities for existing pro-
viders, such as school systems, colleges and technical trainers, by creating a forum to
better define company needs and innovating in market responsive delivery mecha-
nisms, such as on-site training or distance learning.

o Market innovation: Forming entirely new organizations and making new invest-
ments shaped to meet cluster requirements, as in the case of regional enterprise
finance companies and technology incubation and commercialization services.

The initiatives examined for this report show that, as a result of the cluster working
groups, an array of different types of collaborative action plans can emerge. The ac-
tion plans might include a mix of recommended initiatives for individual clusters,
some focusing on private sector action, others on public sector action and others still
on new private-public partnerships. Often, the needs of clusters are organized into
cross cutting “flagship” action initiatives that serve many clusters.

Cluster-Based Economic Development:
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Exhibit VI-6  Cross cutting initiatives

Arizona’s export promotion program: One major initiative arising from Ari-
zona’s cluster strategy effort was an export promotion program developed jointly
by the optics, environmental technology, and software cluster groups along with
local government agencies. This initiative was developed and shepherded by lead-
ers from the Morrison Institute of Public Policy at Arizona State University and
funded by the U.S. Department of Commerce’s Market Development Cooperation
Program (MDCP).

Workforce development and business recruitment in East Tennessee:

East Tennessee had difficulty translating much of its plan to action because of a
lack of commitment of resources to the implementation stage. As a result, there
was little support for creating new organizations to oversee new initiatives. How-
ever, where organizations were identified as having vested interests in spearhead-
ing desired initiatives, substantial progress did result. For example, Pellissippi
Community College saw the potential benefits of the recommended workforce
initiatives and implemented several school-to-work transition programs. Also,
Tennessee Resource Valley revamped its regional marketing efforts to reflect the
recommendations coming from the collaborative strategy.

Lesson G6:
Estahlish the market viability of each initiative to ensure
the necessary support from stakeholders for implementation

Action initiatives that stem from working groups run the risk of becoming little more
than panel recommendations with small chance for implementation if there are no
stakeholders willing to be responsible for taking the next step. One of the greatest
challenges of successful cluster-based economic development is to ensure that the
outcome of the collaborative strategy process is both responsive to the needs of the
cluster and supplier institutions as well as feasible. Yet, many participants, while
having experience in industry, government, utilities, or academia, may never have
engaged in the process of designing a business plan for a solution that bridges sec-
tors and institutions. For this reason the business acumen and real-world knowledge
of participants needs to be engaged in the process of developing and screening the
actions on which each cluster group has chosen to focus.

Cluster group leaders can use a simplified business planning model that emphasizes
laying out key elements of an action initiative so that participants may be better able
to ensure its market viability (there is real demand for the action) and feasibility
(there are practitioners ready to do it). Exhibit VI-7 and V1-8 highlight some of the
considerations involved in developing action plans.
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Exhibit VI-7  Developing action plans for cluster initiatives

Mission: Clearly state the mission of the action initiative, its overall strategic
focus and what it will accomplish.

Key objectives: Enumerate the specific activities that will be carried out under
the action initiative.

Organizational structure: Specify which organizations will take responsibility
at each step in the action initiative.

Proposed operations: Plan how key actions will be carried out in the action
initiative.
Resource requirement: 1dentify the necessary funding and resources (e.g., con-

tributed time, materials) required to implement the plan for the action initiative.

Implementation team: Assign responsibility to staff and volunteers for moving
action steps forward.

Schedule and milestones: Develop a schedule and milestones to guide the tim-

ing of implementation and to create accountability.

Exhibit VI-8  Making sure the action plan has strong market-driven rationale

CALSTART: The CALSTART initiative was designed as a market-driven model. In
developing initiatives CALSTART staff first assessed market forces and industry
needs then built collaborative R&D and product design partnerships to speed
development. CALSTART then identified public and private funding to further
accelerate the timeline and provide the support structure to test, showcase and
market new prototypes.

JVSV: The Global Trading Center action initiative, one of several of JVSV's major

recommendations, failed to test market demand for its services (e.g., what types of
services are needed by industries) at the time it was recommended. Moreover, the
leaders of the project were rushing at the time to implement “high visibility” ini-
tiatives to demonstrate that JVSV was more than just a forum for discussing prob-

lems. Within a fairly short period of time, it was clear that the Center would fail to
attract enough members and further efforts toward its implementation were halted.

El Paso’s CREA initiative: CREA passed the market test with a successful busi-
ness matchmaking process, which included bringing together from across the
border company leaders, buyers and suppliers, and ultimately, clusters. The quick
success of the matchmaking process provided a foundation on which other initia-
tives could be launched, including their cross border World Trade Center and
Trade Corridor Alliance.
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Taking responsibility for
implementation
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Chapter VII
Stage Four: Implementation

At the conclusion of the collaborative strategy stage of a cluster-based development
initiative, there should be many specific actions designated that the region can take
to improve the competitiveness of its industry clusters. These actions may be in direct
support of individual clusters, or may be aimed at broadly strengthening the region’s
economic infrastructure as supporting input to many industry clusters. If the collab-
orative strategy stage has been well structured, there should be a core group of en-
thusiastic participants who are committed to implementing the action plans. The
implementation stage then needs to be concerned with devising appropriate institu-
tional structures and marshaling resources to carry out action plans. However, it is
most often at the implementation stage that efforts falter. To ensure successful im-
plementation of cluster development initiatives, economic development leaders
should be certain to have the answers to the questions in the Stage 4 Checklist
(Exhibit VII-1) and attend to the following priorities:

Implementation does not happen automatically once the negotiation of action plans
is completed during the working group process of the collaborative strategy stage.
Responsibility for carrying out initiatives needs to be clearly assigned. Sometimes re-
sponsibility for action is passed on to existing cluster working groups. Mechanisms
are needed to maintain the momentum of these working groups, or to replace them
with new action-oriented structures. In some instances an existing region-wide orga-
nization might already be in place to supervise, monitor and encourage
implementation. In other cases a new leadership organization might need to be es-
tablished from among the original stewards of the initiative and leaders of the
cluster working groups. There is no one prescribed form for a successful implemen-
tation organization. Such organizations may be either ad-hoc or formally
incorporated entities. They may include varied combinations of cluster-related busi-
ness leaders and leaders of the supporting economic institutions (e.g., government
agencies, universities, utilities). Whatever their form, the mission of these leadership
groups is to reinforce the commitments to public and private action that arose ear-
lier in the cluster-based initiative.

)
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Sustaining cluster-specific and cross-cutting action will require an organization (or
a strong network of organizations) with the mission of providing leadership and
technical support for implementation. Having an organization with this mission can
make the difference between a cluster initiative turning out to be simply “another
plan” or becoming a catalytic force for market and institutional change in a region’s
economy. Sustaining a climate for continuous innovation of cluster initiatives will
occur if the leadership organization revisits its achievements (and failures) and pro-
poses new areas for collaborative action and remains open to new cluster develop-
ment efforts from emerging or previously non-participating clusters.

Exhibit VII-1  Stage 4 Implementation Checklist

Objective: Create an organizational system to implement action initiatives and to sustain the cluster-based effort by
reviewing outcomes and by preparing new cluster-based regional actions.

o Are leaders and stakeholders still committed to action? Are participants still motivated by self-interest to work for
region-wide interests?

e Who is responsible for oversight of the cluster-based implementation effort? Are there adequate (even if modest)
resources in either existing or new organizations to minimize fragmentation of the effort?

e Have the cluster working groups identified (or created) organizations with the internal capacity, authority and inde-
pendence to carry out action initiatives? Are action plans and action teams “institutionalized” in existing (or new)
non-profits, for profits, partnerships, network or alliances?

e Are there mechanisms for tracking progress and providing ongoing feedback, benchmarking, and troubleshooting?
e Isacommunication and outreach program needed for cluster-specific and cross-cutting, regional initiatives?

e Isthe “cluster logic” becoming institutionalized in agile and adaptive ways? Are new, cluster initiatives encouraged?
Who will update the regional cluster diagnosis and when?

Building action ieams

Often the members of industry cluster groups who developed action-oriented business
plans formalize “action teams” that continue to work on implementation issues.
These teams may comprise business leaders and institutional managers committed
to mobilize other resources and seeing that action steps are carried out (Exhibit
VII-2). Case studies suggest that action initiatives championed by specific institu-
tions with clout and sufficient resources, rather than by individuals or ad-hoc
groups, are successfully implemented. Action teams need to identify and develop
funding sources and institutions to shepherd each action initiative into full realiza-
tion. Tn some cases, the individual action initiatives themselves will require creating
new nonprofit or for-profit organizations.

Cluster-Based Economic Development:
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Exhibit VII-2  Marshaling resources for implementation:
The St. Louis Critical Technology Partnership

One of several initiatives recommended in the report of the St. Louis defense
adjustment task force was the establishment of a St. Louis Critical Technology
Partnership. The idea of the Partnership was to provide a regional forum for
information exchange, networking and consortium building among emerging
technology firms. The task force process had generated enthusiasm among local
business leaders for further cooperative efforts and the committee set up to lead
the defense adjustment initiative was successful in procuring additional funding
from the Dept. of Defense, the Dept. of Commerce, and the State of Missouri. This
funding was used for follow-up research and implementation of workforce and
business development initiatives as well as the Critical Technologies Partnership.

Lesson I1:
Greate a management stewardship group by identifying a
new or existing crganization to spearhead and oversee the iniliative

Every region will approach the challenge of implementation with a different set of
public and private resources already in place. No matter what type of private sector or
sovernmental leadership exists, a mechanism to keep the collaborative process mov-
ing forward will be required. Sometimes this stewardship group will come from civic
leaders other times from the chairs of the cluster group themselves. Continuity of
effort is the goal. Exhibit VII-3 describes some of the different organizational struc-
tures that regions have used to oversee implementation.

Lesson 12:
Use the cluster framework io facilitate
supply and demand side connections

One of the primary purposes of cluster-based initiatives is to help bring the “market-
place” together in new ways that enhance cooperation and responsiveness among
firms (i.e. between producers and suppliers,) and among firms and providers of eco-
nomic infrastructure inputs. In carrying out action initiatives, economic develop-
ment leaders should take extra care to enable dialogue among diverse constituencies
comprising each cluster. This was done well in the El Paso/Camino Real initiative
through the creation of the Camino Real Economic Alliance. The Alliance gradually
emerged as exchanges between business, government and institutional leaders first
took place within and across the regions on both sides of the border (Chihuahua fol-
lowed by El Paso/Juarez) then expanded across the Southwest to Los Cruces, Albu-
querque, and Santa Fe. This cross-border exchange enabled definition of mutually
beneficial cluster development priorities in tourism, fashion and trade and resulted
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Exhibit VII-3  Designing the appropriate institutional mechanism for implementation

SELAC: SELAC created the Gateway Cities Partnership to spearhead implementation. This new regional organization
evolved from the frustration of the 26 cities with the absence of a coherent rallying point for the collective interests of the
cities and their industries. The Gateway Cities Partnership is a nonprofit organization that is affiliated with a Council of
Governments (COG) newly created by these cities as 4 concurrent result of their cluster strategy. The COG’s mission is to
plan, coordinate and advocate for Southeast Los Angeles” interests. This entity was encouraged by the Southern California
Association of Governments (SCAG), who recognized that this substantial area of almost 1 million people needed a voice
of its own and mechanism to focus action.

Connecticut: The current governor created a group to implement the recommendations that came out of the diagnosis
and collaborative strategy processes completed under the previous governor. Because the new group took a long time to
come up to speed, the transition from study to action was delayed for a year, with the exception for one active cluster
(tourism). Now, under the governor and with renewed and focused private sector support, implementation is moving for-
ward again with stronger state preparedness to respond to those clusters showing readiness to act.

Arizona: At the completion of the ASPED collaborative strategy leaders of this initiative created a new overarching orga-
nization known as the Governor’s Strategic Plan for Economic Development, or GSPED, to oversee the implementation
stage. To oversee the implementation of specific action initiatives when no existing organization was deemed appropriate
for the role, they established new organizations and assigned them the mission of advancing the specific ideas. In cases
where an existing organization was already in place and willing to advance implementation, agreements were reached
giving that organization responsibility for taking the appropriate action.

Florida: Over a two year period, the State Department of Commerce and the Chamber of Commerce worked to establish
an implementing organization for the state’s Cornerstone economic strategy, known as Enterprise Florida. Envisioned as
a public-private partnership, Enterprise Florida was led by the governor and a senior leader from the state’s business com-
munity (a respected bank CEO). Funded by the state, three public-private partnerships were established within two years
of the organization’s founding. These were organized around: Innovation; Capital; and Workforce Development. However,
the partnerships were complex political entities and presented a heavy management burden for the fledgling organiza-
tion, subsequently slowing the implementation process and diminishing the focus on regional cluster development. In
addition, the structure of Enterprise Florida brought with it competition among regions in the state for scarce state fund-
ing of local economic development.

East Tennessee: This case study makes a clear case for quickly assigning “ownership” of initiatives to organizations
with a vested interest or stake in the action. A slow process of doing so, and the lack of sufficient “buy-in” up front for the
initiative doom eventual implementation. Securing ownership up front by existing organizations can be more effective
than later creating a new organization which might ultimately focus mostly on its own survival rather than on getting
the assigned job done. Effective initiative-focused organizations often terminate their operations when their implementa-
tion job is complete while broader organizations for catalyzing and overseeing cluster development may remain in place.
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in shared initiatives to develop supporting infrastructure that would contribute to the
cluster growth in the Camino Real economy, including the first cross-border world
trade center, an apparel production network and advocacy for cross-border highway
investment.

This same supply-demand logic has been used effectively in other regions to address
specific economic infrastructure needs of specific clusters. Among such efforts are
venture capital forums that bring together new enterprises with investors interested
in specific clusters, such as multimedia or biotechnology. The New York Venture Cap-
ital Conferences, sponsored by the New York Economic Development Corporation in
conjunction with private investment companies with whom the city has established a
regionally-focused public-private investment fund (The Discovery Fund), is one such
example.

In other cases a single regional cluster is the logic around which the market is con-
vened to create innovations in many parts of the economic infrastructure. In Grand
Rapids, Michigan, for example, the “Right Place” program sponsored by the region’s
public and private leaders, has for many vears focused on strengthening the West
Michigan furniture cluster through convening businesses and regional economic in-
frastructure institutions. These efforts have resulted in jointly sponsored furniture-
focused training and technology services through community college and specially
created technical institutions. As regions become more aware of their clusters and
the need to create regional competitive advantages they are becoming more comfort-
able and more innovative in bringing the marketplace together (see Exhibit VII-4).

Exhibit VII-4  The force of the cluster logic in St. Louis

The cluster concept was embraced for implementation of workforce transitioning
efforts as part of the St. Louis cluster-based strategy. The region’s job training and
placement efforts identified defense industry skills with applications in the com-
mercial marketplace by using the cluster framework to analyze job opportunities
and shared skill sets in clusters. The result is a cluster-focused initiative designed
to transfer laid-off defense workers to new employment opportunities. Part of the
strategy is to identify access points for jobs within the defense cluster (e.g., small
defense supplier firms currently diversifying into new markets). Based on initial
diagnostic analysis, the initiative is working with service providers and employers
to improve job re-training and placement. The cluster structure enables practi-
tioners to look beyond individual industry sectors and focus on “industry
linkages” within the broad clusters of new job opportunities. Several years down
the road, the program has tracked laid off workers and found that 60% found
comparable jobs in the region’s automobile, metal fabrication, information tech-
nology and engineering consulting firms.
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Lesson i3:
Identify sources for shgoing funding commensuraie
with the type and scale of action initiatives

The sources and amounts of funding required to pursue local action initiatives vary
depending on the scope of the effort, the use of consultants or existing staff, and the
overall goals of the initiative. There may be financial needs to support the imple-
mentation oversight group as well as direct funding needs for the operation of
individual initiatives. The availability of resources at the right time and level can
significantly contribute to the survival (or demise) of specific initiatives.

Potential funding may take the form of private sector investment, donations, in-kind
support, foundation grants, state and/or local budget allocations, federal grants and
various combinations of the above. (See Exhibit VII-5.) The initiatives studied here
tapped an array of funding sources. In Oregon state lottery income was designated
through legislative action to fund an array of economic development activities, in-
cluding the state’s cluster initiative. In Silicon Valley, $600,000 of critical seed capital
was provided by local public and private organizations which was followed by a
matching grant from the Economic Development Administration (EDA) of the U.S.
Department of Commerce. The EDA grant supported the JVSV network and three initi-
atives over a two-year period to assist defense conversion-related activities. The EDA
grant played an instrumental “incubation” role in nurturing initiatives at the start-
up phase. In both Jacksonville and East Tennessee on the other hand, the projects lost
momentum due to lack of financial resources at the critical implementation stage.
Successful implementation is, of course, closely tied to the availability of funding
which, in turn, is closely tied to market demand for the initiative and its intended
outcomes. For example, the Connecticut Tourism initiative arising from that state’s
cluster strategy project, and the JVSV Defense Consortium both grew over time and at-
tracted more funding from public and private sources, while other initiatives of
seemingly equal value disappeared. This highlights the fact that initiative leaders
must consider how to develop within region revenue sources for the life of their initi-
atives if they are to sustain them particularly after federal or other external “incuba-
tion” funding ends.

Lesson 14:
Sustain sources of new leadership

As cluster initiatives evolve, it is reasonable to expect to lose some participants.
Champions from the earliest stages of a project face competing demands for their
time or may lose interest. To ensure continuity of the initiative, it is, therefore,
important to have in place mechanisms to continuously draw new champions into
the process. New leadership is also important for keeping the “idea flow” fresh and
recruiting champions with different skill sets. For example, effective implementation
may require stronger day-to-day management skills and less effort to catalyze inter-
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Exhibit VII-5  Potential sources of financial support and forms of funding

Syndicated projects: Projects or organizations funded by membership subscrip-
tion or grants.

Local corporations: In-kind time or facilities, corporate foundation grants,
direct investments.

Chambers of Commerce: Grants for organizations or special projects on
regional economy.

Industry associations: Grants for special projects relating to a cluster (e.g.,
semiconductors).

Local utilities: Non-shareholder dollars for projects to assist clusters (utility
customers).

Foundations: Grants for theme-specific initiatives supported by foundation.
Universities: In kind contribution of faculty time to initiatives and facilities.

Economic development corporations: Funding of industry projects, invest-
ments or loans.

State Departments of Commerce: Competitive grants or special programmatic
allocations.

Federal Government: Technical assistance, planning, and infrastructure
grants.

est and participation than earlier stages of the process. In Arizona, for example;
researchers from Arizona State University’s Morrison Institute of Public Policy were
brought into the project as a way of ensuring continued technical support for initia-
tives after the primary consulting firm completed its work.

Initiatives that do not anticipate and plan for leadership transitions have suffered
setbacks or made slower progress as a result. In Jacksonville, a key champion left the
initiative without an effective way to suddenly replace his extensive knowledge of the
project and shift responsibility to another organization. In Monterey, the University
of California, the key organization leading the effort, could not commit itself to any
institutional presence such as a branch campus or department at the UC MBEST
Center site during the strategy development process. Without a catalytic investment
by UC or any other regional stakeholder, implementation of the plan for a research
park may move forward more slowly than originally hoped. In Austin, the election of
a new major, who did not share the pro-growth view of the cluster initiative, slowed
its implementation for two vears until the political view shifted back.
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Lesson i5:
Build a monitoring system o track activities
and communicate outcomes

The purpose of cluster-based initiatives is, ultimately, to improve the economic per-
formance of a region through strengthening the competitiveness of regional industry
clusters. Regions, therefore, need to develop appropriate measures of economic per-
formance in order to determine whether a cluster initiative is achieving its objectives.
Such measures serve two critical purposes. First, they help initiative leaders under-
stand the effects of their actions and assess whether actions are accomplishing their
desired results. Second, progress measures provide a way to communicate to key
stakeholders and the general public how the project is doing. This information is
important to sustaining support and participation.

Avariety of types of progress measures can be used depending on the nature of the
initiative and the type of message leaders wish to communicate. Measures should in-
clude both programmatic and outcome information so that leaders can convey both
what activities are underway and the effects these activities are having. Often these
measures can be drawn from the ones used in the diagnostic stage or developed in the
cluster action plans. While quantitative measures are always the most concrete way to
measure change, qualitative information is also very important for showing the
range of activities supporting improved cluster and regional performance. Among the
major types of measures that every cluster-based economic initiative should track are:

Regional economic performance: Growth, diversity and quality of jobs and re-
gional income.

Structure and health of the cluster porifolio: Size, concentration, growth, value-
added and industry mix of the region’s key clusters.

Responsiveness of economic infrastructure to clusters: Quality customer
responsiveness and availability of systems providing technology, human resources,
financing, physical infrastructure, information infrastructure, tax and regulatory
oversight, and quality of life. '

Many regions have created benchmarking systems to track regional changes in the
overall economy, cluster competitiveness and economic foundations. The strategic
planning process in Southwest Pennsylvania produced specific goals and timetables.
Leaders set a goal of creating 10,000 new jobs by the year 2000. The metrics, however,
did not emphasize measurement of cluster or economic infrastructure inputs to the
economy. Oregon designed a “leading edge” system called Oregon Benchmarks to
track progress on measures ranging from job creation to educational performance,
relative to other states around the nation. In Silicon Valley, the JVSV network created
a basic monitoring system to assess regional economic progress over time, through
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the periodic publication of the Silicon Valley Index. The Index focuses primarily on
regional economic outcomes, not specifically on cluster development nor on how the
region’s economic infrastructure is responding to cluster needs.

When leaders have taken the necessary steps (e.g. secure funding and institutional
and leadership support) during the final implementation stage by combining all the
necessary ingredients regions enjoy tangible results. 3

Trade initiative: El Paso’s Agenda 21 initiative and Chihuahua’s Siglo XXI initiative
came together because of decisions on the part of private sector leaders on both sides
of the border to launch the El Paso/Juarez Interplex World Trade Center. These lead-
ers committed to form a board of directors representing cross-border interests and to
raise $200,000 for initial activities. This action initiative emerged as a result of the
cluster initiatives of two groups who saw the potential for linking efforts. Implemen-
tation was jointly funded an managed. The first international cross-border World
Trade Center, now operational, brought new institutional strength to the region.

Technology initiative: Ohio’s cluster-based development project focused specifical-
Iy on the aerospace industry cluster and sought to both develop the aerospace cluster
in the state and to leverage aerospace-related technology for broader industrial devel-
opment. One of the most important action initiatives to come out of Ohio’s efforts is
an industry-driven, technology development program. The Ohio Aerospace Institute
is 2 university-business-government collaboration. Now with a staff of 45 and a bud-
get of $15.4 million, augmented by 2,400 researchers and faculty at nine universi-
ties, OAl's main activities include: a technology research program designed to meet
market-driven needs; collaborative technical networks established around specific
technology areas; technical consulting services; and educational programming.

Emerging industry initiative: Southwestern Pennsylvania’s cluster-based eco-
nomic strategy aims to develop the region’s strengths in high technology and
advanced manufacturing industries. Biomedical technology is a particular focus due
to the prevalence of research, engineering and manufacturing strengths at regional
universities, hospitals and corporations. Within this field, regional leaders recog-
nized a unique competency in tissue engineering and established the Pittsburgh
Tissue Engineering Institute (PTED). Bringing together universities, hospitals and
supporting organizations, the Institute facilitates collaborative research and tech-
nology commercialization. Already the Institute has helped generate two spin-off
firms and attract biotechnology firms to the region to participate in PTEL

Institutional restructuring initiative: One of the most significant initiatives aris-
ing from Florida’s Cornerstone and Enterprise Florida initiatives was the “privatiza-
tion” of the state Department of Commerce. With strong support from the governor
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and private sector leaders, many key functions of the department were shifted into a
newly formed organization called Enterprise Florida. The process took several years
to complete and, even now, is not without controversy. As an example of an innova-
tive action initiative with implementation challenges, however, Florida’s change in
organizational roles and responsibilities is instructive. If recommended absent the
context of a new, cluster-oriented approach to economic development, no change of
this magnitude could have been undertaken.

Cluster-Based Economic Development:



Four economic
development trends

Engaging suppliersin a
dialog with their customers
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Chapter VIII
Summary: Cluster-based
economic development

While the experience of American regions in developing cluster-based initiatives for
their economies is still evolving, cluster-based economic development reflects four

broad trends underway in the practice of economic development. These are:

Reaching out to the region not just the jurisdiction: Think about economic
development regionally, across the administrative boundaries that constitute the
“commutershed” or within which residents live.

Emphasizing clusters not single industries or firms: The inclusiveness of the
cluster process enables regional stakeholders to “convene the marketplace” so that
buyers and suppliers for each industry group—whether they are public or private—
can learn from each other and develop better solutions.

Focusing on building broad input advantages not narrow incentives: In

a competitive marketplace the formation, expansion or attraction of industry in a
region will depend on how much better that region can supply a range of the specific
inputs needed by many clusters in comparison to other regions, rather than whether
or not a specific tax incentive or temporary subsidy can be introduced.

Acting collaboratively not unilaterally: Regions that create new sources of eco-
nomic advantage on a continuous basis are able to do so because they build strong
constituencies across the community for change, reach agreements on responsibili-
ties for action and harness the capabilities of all sources of inputs (e.g., companies,
schools, government agencies) to make investments, rather than simply delegating
government to act alone.

Overall, cluster-based economic development is integrative and can elevate economic
development from an often compartmentalized and isolated activity that focuses

on just one project at a time. The cluster-based approach is not exclusive of other
economic development processes, but brings together all the stakeholders in the
marketplace to focus on when and how they can act together in self-interest to devel-
op the regional economy. '

The cluster-based approach can achieve a leveraged impact on economic develop-
ment through engaging the region’s key suppliers in a dialogue with their customers:
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o Linking education providers with workforce managers: Education institutions
from K-12, vocational trainers, community colleges, universities, and private train-
ers will meet with their industry counterparts in each cluster to understand skill
needs and develop new ways to prepare workforce skills for each cluster, often involv-
ing industries in each cluster in workforce preparation and development initiatives.

e Connecting technology providers with product developers: University faculty
members, staff from research centers, commercialization programs, research insti-
tutes, national and federal laboratories, and private vendors will meet with their
counterparts in established or emerging industries to learn about market needs and
institutional constraints on improving the flow of innovation to specific cluster com-
panies, resulting in solutions comprising a mix of institutional policy changes, new
intermediary mechanisms, networks and partnerships between suppliers and users.

o Matching financial investors to new or existing enferprise: Representatives
of commercial banks, development corporations, venture capital companies, invest-
ment banks and private investor networks will meet with companies in specific clus-
ters to understand their financial needs and risk management challenges and
develop actions together to facilitate the preparedness of firms, the generation of
qualified deals and the brokerage of actual financial transactions.

o Shaping physical infrastructure to meet industry operational needs: Repre-
sentatives of state and local transportation agencies, airport and port districts, plan-
ning agencies, power and water utilities will meet with companies in each cluster to
learn how to integrate plans for infrastructure with strategic requirements of indus-
tries and from this prioritize or adapt plans and programs to improve transportation
infrastructure and industrial facilities.

o [nvesting in information infrastructure to enhance cluster performance:
Representatives of regional telephone companies, cable operators, wireless and satel-
lite providers, switching and network service providers and systems suppliers will meet
with each cluster to understand their individual and shared communication needs
and work to define and provide systems and services which contribute to communica-
tions advantage. It may also involve better connections between and improved servic-
es to the public infrastructure, including schools, universities, laboratories, and
regulatory and tax systems.

o Adjusting administrative systems to maximize cluster productivity: Represen-
tatives of state and local tax, environmental, zoning and building code agencies will
meet with stakeholders in each cluster to learn about opportunities, constraints and
costs for maximizing administrative intent while minimizing burdens on industries
through cross-jurisdiction initiatives to harmonize and simplify, as well as automate
systems.

Cluster-Based Economic Developiment:



Budgeting for the siaues of
gluster initiatives

Gonclusion

A Key to Regional Compelitiveness

e Bringing housing, health and social service providers together with clusters:

To ensure the quality of life needed by growing clusters, public and private housing
developers, and representatives of zoning and development agencies, hospitals,
health insurers and health plans and social service providers can meet with industry
clusters to better understand their employee needs and collaborate in developing
actions to improve the supply of housing, the affordability and access to health
insurance, and the availability of supportive services for parents and children, from
childcare to older adult housing.

States and regions across the U.S. have undertaken cluster-based economic develop-
ment initiatives investing differing amounts of money at each stage to achieve their
objectives. While some regions have had access to substantial resources to support
their initiatives others have had fewer resources and had to use “lower budget”
approaches. There is no standard cost for accomplishing a successful cluster initia-
tive. The budget for undertaking all four stages can be expected to range from a min-
imum of about §100,000 where there is limited resources and considerable in-kind
resources to budgets extending into the millions for efforts involving large scale and
broad reaching action initiatives. What is key from a budgetary perspective is not the
total “dollars” allocated to an initiative but, rather, success in securing commitments
for cash and in-kind contributions from as diverse an array of sponsors and partici-
pants as possible. In the end a cluster initiative is about investment in change and
not about spending. Therefore, initiatives that engage the most participation will
often achieve more than initiatives that spend the most money.

The challenge of effective cluster-based economic development is to bring industries
and their public and private suppliers together to share responsibility for the out-
comes of economic development actions (Exhibit VIII-1). The goal is to achieve
témgible outcomes and to use those initial outcomes as a platform for ongoing im-
provement in the regional economy. The reality is that regions often do not have the
experience and commitment to bring users and suppliers together in a constructive,
solution-focused process. Yet the effort to be inclusive in cluster-based economic de-
velopment pays off even when modestly accomplished. By changing the terms of the
dialogue within the regional economy, businesses, government and other institu-
tions can create new bridges between their respective interests and develop new ways
of achieving their goals together, while giving up the traditional unilateral view of
economic development as being “government’s” job.

Future regional cluster-based economic development initiatives will benefit from the

experience of public and private sector stakeholders and the body of economic devel-
opment professionals who have worked on cluster-based efforts. As the logic and tools
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" of cluster strategy become better integrated into the vocabulary and practice of eco-
nomic development, regions nationwide can look forward to creating more inclusive
and market-driven economic development environments.

Exhibit VIII-1 ~ Summary of cluster development lessons learned

Stage 1: Mobilization—Catalyze awareness and lay groundwork for action

e Utilize economic challenges to mobilize regional stakeholders.

e Identify an institutional structure to support the cluster strategy process.
e Develop broad private and public sector participation and early “buy-in.”
¢ Cultivate responsible stakeholders and “champions.”

Stage 2: Diagnosis—Identify cluster performance and regional assets
e Use neutral and independent analysts for credibility.

e Build community participation into the diagnosis of clusters and economic
infrastructure.

o Employ cluster analytical techniques to identify regional strengths and
opportunity.

Stage 3: Collaborative Strategy—Convene the marketplace to innovate

e Hold events that engage participants from key industries and institutions in
the region.

o Use cluster working groups of industry and economic infrastructure to build
an inclusive process.

s Select working group leaders who are committed and can recruit high pro-
file participants.

» Develop accountability mechanisms and milestones to track progress and
action.

s Focus on concrete actions plans for initiatives, with responsible champions.

e Subject action initiatives to a market test to ensure their need, stakeholder
support and feasibility.

Cluster-Based Economic Development:



A Key to Regional Competiliveness

Exhibit VIII-1  Summary of cluster development lessons learned (cont.)

Stage 4: Implementation—>Build and sustain momentum

e Identify and organize an institutionalized stewardship group to ensure
implementation progress.

e Develop diverse strategies to secure and renew resources to support
initiatives.

e Monitor and communicate results, reward and reinforce continuous
innovation.

o Use the cluster framework to facilitate supply and demand side connections.

o Sustain and cultivate leadership to guide and take ownership for initiatives.
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Appendix A
Resources on regional
cluster development

Gollub, James and Steven Waldhorn. 1996. dmerica’s Clusters: Building Industry
Clusters. Prepared for the Economic Development Administration by DRI/McGraw
Hill.

Gollub, James. 1996. America’s Clusters: Experiences and Lessons Learned. Pre-
pared for the Economic Development Administration, by DRI/McGraw Hill and IDeA
(Information Design Associates).

Krugman Paul. 1991. Geography and Trade. Cambridge, Massachusetts: MIT Press.

Porter, Michael E. 1997. New Strategies for Inner-City Economic Development.
Economic Development Quarterly 11:11-27

Porter, Michael E. 1997. The Competitive Advantage of Nations. London and
Basingstoke: The MacMillan Press.

Rosenfeld, Stuart A. 1996. OverAchievers, Business Clusters thal Work: Prospecls
for Regional Development. Chapel Hill, N.C.: Regional Technology Strategies, Inc.

Saxenian, Annalee. 1991. Regional Advantage: Culture and Competition in Sili-
con Valley and Route 128. Cambridge, Massachusetts: Harvard University Press.

Waldhorn, Steven, Edmund Eagan, Susanne Goldstein, Jennifer Juo, Theodore
Lyman, and James Gollub. 1996. America’s New Economy and the Challenges of
Cities: A HUD Report on Metropolitan Economic Strategy. Prepared for the U.S.
Department of Housing and Urban Development, Office of Policy Development and
Research, by ICF Kaiser International.

Waits, Mary Jo and Gail Howard. 1996. Industry Clusters: A Multipurpose Tool for
Economic Development. Economic Development Commentary 20:5—-11.
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Appendix B
Cluster development checklist

Stage 1: Mobilization Objective: Develop leadership group (working with sponsors) committed to over-
seeing and participating in the cluster-based economic development initiative.
o Does the regional culture facilitate collaborative problem-solving?

e Do civic leaders concerned about the region’s economy recognize the need for col-
lective action to confront today’s economic challenges?

e Does the region have a history of “working together” on regional problems?
e How developed are the region’s leadership resources?

e Can the region’s economic challenges be discussed in ways that will elicit the con-
cern and involvement of others?

s Which specific regional stakeholders can catalyze action? Do they agree with the
need for collaborative action?

e Can a leadership or “stewards” group be built?

o Are the leaders and other participants representative of the principal businesses
and institutions in the region?

e Can the goals be defined to engage key participants?

e Are participants motivated by self-interest to work for region-wide interests?
o [s there broad and “visible” buy-in to both the challenges and the goals?

o s there commitment to move forward by leaders “with clout”?

o W hat resources are necessary to support the cluster effort? Are they available?

Stage 2: Diagnesis Objective: Identify the region’s “cluster” structure and competitive position, and
understand their prognosis and challenges.
1 How is the regional economy performing?

s How have employment levels, per capita income, and gross regional product
changed over the past decade? '

» What are the regional trends in industry-specific employment, output and
growth of new firms?
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What are the “baseline” projections for future economic performance, if no
action is taken?

2 What is the condition of the region’s cluster “portfolio”?

What definition of “cluster” is useful for carrying out a diagnosis of the
regional economy?

What is the region’s capacity for analyzing cluster-based trends? Where does
“practical” expertise reside?

What are the region’s industry-clusters and what are their current levels,
concentration and growth of employment and output?

Which clusters are the largest emplovers in the region, historically? How do
they compare in size to other regions?

What share of total employment and output do the largest regional clusters
represent? Are the largest clusters concentrated in a few firms or widely
dispersed?

How is activity within each cluster distributed along the “value chain,” i.e., are
there many product and supplier firms, are there many different types of
industries within the cluster? How vertically and horizontally integrated is the
cluster? Where are the “gaps”?

Which clusters are growing faster? Are business “buyer-supplier networks”
forming?

What are the region’s emerging industries and clusters?

How does the performance of the region’s clusters compare to similar clusters
in other regions, the nation, and worldwide?

What is the outlook for each cluster’s performance for the next five years? Is it
feasible to expand any of the region’s clusters?

What are the strategic challenges facing each cluster according to business
leaders, market analysts, public officials, etc.?

3 What economic advantages does the region provide to its clusters?

Who are the region’s providers of economic infrastructure, i.e., public and pri-
vate sources of technology systems, human resources development, financing,
physical infrastructure, information infrastructure, quality of life, and tax and
regulatory systems?

Will the diagnosis address the broad range of providers, or a few providers in a
few categories?
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e What is the current capacity and growth potential of the “economic founda-
tion” providers?

e Are industry representatives satisfied with the quality and quantity of resources
available?

o What are the comparative strengths and weaknesses of the region’s economic
foundations benchmarked against other competing regions?

o For problem areas, what are the practical constraints of and priorities for pro-
viding any specific type of supporting economic infrastructure?

Objective: Develop collaborative actions that will improve the competitiveness of
individual clusters and overall regional economic performance.

e Are the initial “stewards” still committed to the regional cluster effort and using
their clout to recruit appropriate new leaders to guide the collaborative strategy
process?

o Are key stakeholders developing the collaborative strategy? Are representatives
from large and small companies, government, and other public and private
“economic foundation” providers involved in each cluster “working group?”

e Do leaders and participants in each cluster working group recognize their mission
to reach a shared view of economic advantages, challenges, and opportunities to
enhance competitiveness? What are the priorities for action?

o Are participants willing to “suspend” individual competitive goals in the interest
of working collaboratively to improve regional competitiveness?

e Do cluster-specific recommendations have an action plan and action team to lead
and carry out strategies?

e Have “cross-cutting” action strategies which benefit several clusters or overall
regional competitiveness been identified?

e TFor all strategies, are action agreements (“business plans”) in place; have team
members established accountability, resource requirements, and schedules?

o Are action plans closely tied to measurable outcomes? Are performance measures
drawn from the diagnostic assessments of the region’s clusters and of their sup-
porting economic infrastructure?

o Beyond those directly working on the strategy, who is aware of its potential for the
region?
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Stage 4: Implementation
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Objective: Create an organizational systermn to implement action initiatives and to
sustain the cluster-based effort by reviewing outcomes and by preparing new cluster-
based regional actions.

e Are leaders and stakeholders still committed to action? Are participants still moti-
vated by self-interest to work for region-wide interests?

e Who is responsible for oversight of the cluster-based implementation effort? Are
there adequate (even if modest) resources in either existing or new organizations
to minimize fragmentation of the effort?

o Have the cluster working groups identified (or created) organizations with the
internal capacity, authority and independence to carry out action initiatives?
Are action plans and action teams “institutionalized” in existing (or new) non-

profits, for profits, partnerships, network or alliances?

o Are there mechanisms for tracking progress and providing ongoing feedback,
benchmarking, and troubleshooting?

e s a communication and outreach program needed for cluster-specific and cross-
cutting, regional initiatives?

e s the “cluster logic” becoming institutionalized in agile and adaptive ways? Are
new, cluster initiatives encouraged? Who will update the regional cluster diagno-
sis and when?



